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)eminar for EPA OIG and IPA Auditors 
on Detection and Prevent1on of Fraud 

Sem1nar Objective and Description 

This seminar 1s designed to develop and enhance aud1tor awareness to the 
nature and characteristics of fraud and abus~ 1n EPA funded proJects and 
contracts. This seminar will review the professional standards concern1ng 
the auditors• role and responsihility for detect1ng fraud, ident1fy types of 
fraud, their indicators, and descr1be spec1fic audit steps to detect potent1al 
fraurl. In addition, the seminar will exam1n~ several successfully prosecuted 
cases of fraud, showing how the fraud was detected and describe when and how 
auditors should refer suspected instances of fraud to the OIG Office of 
Investigations. 

Fraud or abuse situat1ons tend to be unique and any one method of detec­
tion w1ll not be applicable to all situations that aris~, This course 1s 
intenrled to develop an awareness that fraud and abuse may be present 1n EPA 
funded projects and contracts and that there are Methods for detect1ng such 
fraud or ahuse. 

)O!IIe of the methodology 1nvolved in frc:;ud or abuse-_,tetection w1ll be 
d1scussed, but it is not the intent of th1s course to supply all the answers·· 
on "how to 11 detect fraud or abuse. 

Fraud Inrlicators: An Overview 

The f1overrt11ent auditor must be alert for possibla-H.stances of fraud. 
T~e best net~od of accoMplishing th1s 1st~ t~st for and 1dent1fy fraud 
1 nc1i cator". 

A fraurl 1nd1cator only mt-ans that a gbe~"' situat1on is suscept1ble to 
fraudulent ~ractices. It does not mean that frau~ exi~t~. The auditor•s 
rol~ is not to provde fraud (the 1ntent to de~e1ve th~ Government) but to 
refer potential instances of fraudulent practices to the appropr1ate inves­
tiqative organization, if he or she believes that s1g~1ficant ev1dence 
indicating fraud has been found. 

The review of EPA proJects and contracts must be approached with an 
attitude of professional skepticism. Therfe a ·e no canned aud1t programs 
to f1nd fraud indicators. When the auditdr d~termines that the area to be 
reviewed is suscept1ble to fraud, he or s~e s~ould 1nclude aud1t steps to 
cover the app11cable fraud 1ndicators. The auditor Must think fraud 
indicators, look for them, and f1nd them. 
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Day One 

8:30- 9:00 

9:00 - 9:30 

9:30 - 10:00 

Schedule and Agenda for Two-Day Course 

Introduction, Administrative Details, and Overall 
Course Objectives 

Pretest 

Fraud: Definition, Characteristics, Motivation 

10:00 - 10:15 Break 

10:15 - 10:45 

10:45 - 11:15 

11:15- 11:45 

11:45 - 1:00 

1:00- 2:00 

2:00 - 2:30 

2:30- 2:45 

2:45 - 3:45 

3:45 - 4:15 

Day Two 

8:30 - 9:00 

9:00 - 10:00 

10:00 - 10:15 

10:15- 11:45 

11:45- 12:00 

Auditors• Responsibilities: The Standards, GAO, AICPA, IIA 

Documenting Indicators of Fraud 

Making Referrals to the Office of Investigations 

Lunch 

General Indicators of Fraud and Assessing the Environment 
for Fraud 

Bid Rigging Videotape 

Break 

Case Studies: Successful Prosecutions from EPA, How Fraud 
Was Detected 

Civil and Administrative Actions 

Answers to pre-test 

Specific Types of Fraud in EPA ProJects and their 
Indicators 

Break 

Case Scenarios and Presentations of Referrals 

Evaluation 
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FRAUD PREVENTION AND DETECTION PRETEST 

Multiple-Choice 

1. As a monitor of the organ1zatlon's control system, aud1tors should 
a. Accept respons1b1llty for the prevention and detect1on of fraud. 
b. Identify all reasonably foreseeable r1sk areas 1n the organ1zat1on 

and schedule rev1ews of those areas. 
c. ~e held responsible, as a profess1onal, for extraord1nary care 

rather than ordinary care. 
d, Investigate any suspected fraud by interrogat1ng suspects and 

w1tnesses. 
e. All of the above. 

?, The auditor has reason to believe a fraud 1s being comm1tted 1n the 
bill paying unit of the controller's department, Wh1ch of the follcrw1ng 
actions best describes the way the auditor should proceed? 
a. Immediately start an audit and 1nterrogate suspected employees. 
b. Inform the controller of suspic1ons and schedule an audlt wlthln 

30 days. 
c. Consider the present work load of the controller's department 

before scheduling an audit, 
d, Inform the supervisor of the bill paying unit that an aud1t 1s 

being scheduled Immediately, 
e. None of the above. 

3, The responsibilities of an Internal audit department w1th respect to 
fraud Include: 
a. Detecting irregularities which would be disclosed by the 

application of appropriate auditing procedures. 
b. Providing an entity with its primary defense against fraud. 
c. Oetecting irregularities that affect the financial statements. 
d. Oiscovering irregularities that result from undetected weaknesses 

in the syst~ of internal control, 
e. Roth (b) and (d) above. 

4, The auditor's responsibility for fraud detection Is to: 
a. Conduct the audit with due professional care and skill, 
b, Develop each audit program wfth the ObJeCtive of fraud 

detection. 
c. Assure that EOP controls will detect fraud. 
d, Provide periodic assurance to management that fraud will be 

promptly detected. 
e. Provide a report to management Indicating the extent that fraud 

has occurred. 

5. On the basis of the preliminary review, the auditors for a Federal 
agency have reason to believe that Irregularities exist 1n the cash 
disbursement function, The auditors should proceed by: 
a. Performing an extensive investigation to determ1ne the ~x1stence 

and extent of the suspected irregularities. 
b, Notifying the appropriate law enforcement agency. 
c. Informing the appropriate authorities within the agency. 
d. Strengthening internal controls within the cash d1Sbursement 

function. 

6. The auditor's usual approach to fraud m1nlmlzatlon Is to reconmend that. 
a. E~ployees who handle liquid assets be bonded. 
b. Strong internal controls be implemented and are operat1ve. 
c. Competent e~loyees be hired. 
d. ~mployees not be given access to physical assets. 

7, You have Just received an anonymous letter containing allegat1ons that 
certain employees are diverting readily repairable 1tems to the scrap 
yard and later purchasing these materials at scrap prices. What 1s 
the first action you should take? 
a. Advise the Office of Investigations. 
b. ~eview scrap sales records. 
c. Review material disposition records. 
ct. Interview employees performing the material review and 

disposttton function. 
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8. The cashier of Brown Company covered a shortage 1n the cash working 
fJiid with cash obta1ned on Oa,ember 31 fru111 cs 1u'-cai Ucau" Uy 1...<2)111 ny 
an unrecorded check drawn on the company's New York bank. The auditor 
would discover this manipulation by: 
a. Preparing Independent bank reconciliations as of December 31. 
b, Investigating Items returned w1th the Dece~ber 31 cutoff bank 

statements. , 
c. Preparing an Intracompany bank transfer schedule for several 

days preceding and following December 31. 
d. Comparing the authenticated deposit ticket details with entries 

1n the cash receipt books. 

9. Auditors would consider embezzlement a likely poss1b1l1ty when: 

10. 

11. 

1~. 

13. 

14. 

a. F~ployP.P.S In the finance departme~t ~re wor~~~~ over!l~e 
regularly, 

b. Production reports are found to contain inaccurate descr1pt1ons 
of work completed. 

c. Vacations are not taken by employees in the account1ng and 
cashiering functions. 

d. Allowances for doubtful accounts are found to be Inadequate. 

An employee in the accounts payable department has been author1z1ng 
duplicate payments on so~e Invoices and then intercepting the second 
check for personal use. A control to deter such duplicate payments 
would be to: 
a. Have the person who ~aintains the cash disbursements records 

issue the check. 
b. Have the authorized check signer ucancelu supporting documen­

tation when the check is signed. 
c. Keep blank checks under lock and key. 
d. Maintain a segregation of duties between the cash payments 

function and the cash receipts function. 

Gray and Green are engaged in perpetrating a fraud against their 
employer. Gray diverts a customer's check to the bank account of a 
co~pany that IS controlled by Gray, and Green wr1tes off the customer's 
account receivable as uncollectible. What control technique would 
tend to deter such a practice? 
a. Periodic confl~ation of customer accounts by Internal aud1tors. 
b. Adoption of a procedures manual specifying adequate documenta­

tion and records. 
c. Hiring only competent personnel. 
d. Reconc111at1on of accounts receivable details to accounts 

recetvable control account. 

What Is the audttor's responsibility with respect to fraud 7 

a. To give management absolute assurance that 1rregular1t1es 
do not exist. 

b. To evaluate adequacy and effectiveness of controls designed to 
prevent fraud. 

c. To report suspected frauds to regulatory agencies. 
d. To prepare written policies concerning conflicts of Interest, 

hlr1ng practices, and prosecution of wrongdoers. 

Which of the following Is most likely to alert an auditor to the 
possibility of fraud' 
a. The same person no~ally delivers the bank deposit. 
b. An accounts receivable clerk took only 2 weeks of a 3-week 

vacation and was c~pensated for the third week. 
c. Many noncash credits to receivables have been posted. 
d. The responsibility for preparing bank reconclllat1ons 1s not 

rotated a~ong different employees. 

An auditor found that a purchasing agent, in collusion w1th a vendor, 
had defrauded the co~pany by purchasing excessive quantities and 
unnecessary items. Which of the following control measures would be 
most effective in preventing such fraud? 
a. Requiring purchases from the approved vendor list. 
h. Maintaining nultfple vendor sources. 
c. Specifying that all purchases be based on requ1sltfons approved 

by responsible per~ons. 
d. tJsfng pr1ced purchase orders. 
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15. WhiCh of the following controls over the Issuance of Inventory from a 
warehouse would most l1kely oetect tnert or fraua: 
a. IJsTng prenumbered fonns for 1ssuance of merchand1se from the 

warehouse. 
b. Requ1ring two author1zed Signatures on all forms for 1ssuance 

of merchandise from the warehouse. 
Comparing counts of assets at the warehouse with externally 
maintained records. ' 

d, r.ancell1ng ~ater1al requiSitions subsequent to the 1ssuance of 
merchandise. 

16. After aud1tors have concluded their audit In which a fraud 15 
suspected, what additional act1on should the auditors take? 
a. Inform the appropriate authorities wlthtn the organ1zat1~n 

that a fraud 1s suspected. 
b. Rased on the employee's w1ll1ngness to make restitution, deter­

mine whether prosecutiOn should take place. 
c. Reappraise Internal control to determine what aspects of the 

operational and control design made the fraud possible. 
d. Use proportional analysts to deteM111ne the reasonableness of 

certain account relationships, 

17. Current thinking relative to the concept of materiality as applicable 
to the reporting of illegal acts is that nater1ality 1s: 
a. An agreed percentage or the total value of the resources exposed 

to 1llegal activities. 
b. Not a detenn11i1 ng• factor 1 n that an 111 ega 1 acts are to be 

reported by the auditor. 
c. Normally cons1dered as an amount i" excess of a stated parameter. 
d. Based on subJeCtive determination related to the c1rcumstances of 

the case. 
e, Related to the type of Illegal act. 

lB. Of the procedures listed. which fs the most 11kely to detect Kltlng? 
a. Conpare the detail of cash receipts (log listings) to the cash 

receipts JOurnal, accounts receivable postings, and deposit 
slips. 

b, Investigate checks that have been outstanding for long periods. 
c. Account for bank transfers made during a fe~ days before a"d after 

selected dates. 
d. Conflnn account receivable balances as of a cutoff date. 
e. Count cash on hand. 

19. One driver for a linen supply service collects cash from custoners upon 
delivery and intentionally fa1ls to record and turn over to the company 
certain amounts of cash received. What audit procedure would the 
auditor use to obtain assurance that such losses are be1ng detected? 
a. Review driver's dally deli~ery reports. 
b, For each driver. reconcile dally the total billings for clean 

linens shipped w1th cash received and clean ltnens ret~rned. 
c. Have an auditor periodically accompany the drivers on selected 

runs. 
d. Conflnn delHers periodically with selected customers. 
e. Undertake compliance testing with respect to dally reconctltatton 

of l1nens shipped, cash rece1ved, and clean linens returned. 

20. Which of the follo~fng payroll irregularities would most likely be 
discovered by a surpr1se observation of a payroll distrfbutlon' 
a. An employee has access to the payroll computer program and ra1ses 

his hourly salary by 50 percent. 
b. Improper deductions are made from several employees' checks. 
c. ChP.cks for term1nated employees continue to be prepared. 
d. An employee pads his payroll by having a friend punch tlme cares 

on days he is absent and work1ng on a second job. 
e. Premfu~ pay for night-shift work Is being pa1d to employees 

working the day shift. 



SECTION 1 

GENERAL INFOR~1ATION 

ABOUT FRAUD 

SECTION I. Fraud: Definition. Characteristics, Motivation 

Objectives 

This section is designed to define what fraud is and differentiate 

it from waste and mismanagement. When we think of fraud, waste, and 

m1s~anagement, we often get confused because they are all similar. How­

ever, fraud usually represents illegal acts opposed to mistakes, errors 

in judg~ent, carelessness, or dereliction of duty. This section also 

rlescrihes the different types of fraud, some of the motives to commit 

fraud, and why fraud is so difficult to detect. It is important to know 

what fraud or possible fraud is so that we can perform the proper tests 

and makP the appropriate referral. Since fraud is a v1olation of the law 

it often has a more severe impact than waste or mismanagement and is usually 

resolved through criminal and/or civil action. By being able to recognize 

fraud we can s1gnificantly increase our potency as professionals. 
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A. FRAUD 

B. 

c. 

A fatse representation or 
conc .. lment of a material 
fact to induce someone to 
part with something of 
value. 

ELEMENTS OF FRAUD 

1. False representation 

2. Knowledge of falsity 

3. Intent 

4. Rel hnce 

5. Injury ($damage) 

INTENT IS A STATE OF MIND 

1. Difficult to prove 

2. Evidence may not be 
present 

D. FALSE CLAIM 

All fraudulent attempts to 
cause the Government to pay 
out sums of money. 

E. ELEMENTS OF A FALSE CLAIM 

1. False representation 

2. Knowledge of falsity 

3. rritent to mislead 

4. Tender of claim to Government 

F. HODEL OF WHITE-COLLAR CRIME 

1. Situational pressures 

2. Opportunities 

3. Personal characteristics 
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G. MOTIVES 

1. F1 nanci al need 

2. Greed 

3. Hide Incompetence 

4. Resentment 

5. Peer group pressure 

H. FRAUD TO BENEFIT THE ORGANIZATION 

1. Claims far fictitious work, equipment, 
or services. 

2. Improper payments such as bribes, kickbacks, 
or illegal political contributions. 

3. Improper related party transactions. 

4. Failure to record or document claims far 
work, equipment, or services. 

5. Under bidding and using change orders. 

6. Circumvent competition by bid rigging or 
collusive activity. 

7. Prohibited business practices in violation 
of Government laws and regulations. 

I. FRAUD DETRIMENT TO THE ORGANIZATION 

1. Acceptance of bribes or kickbacks 

2. Embezzlement 

3. Concealment of events or data 

4. Claims for goods or services nat provided 
to the organization 

J. SOME FRAUDS ARE IMPOSSIBLE TO DETECT THROUGH 
NORMAL AUDIT ROUTINES 

1. Collusion 

2. Forgery 

3. Unrecorded transactions 
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K. FRAUD INDICATORS 

A callas1te of small events which, put 
togecAer. point to a possible pattern 
of dtception. 

L. BASIC CONCEPTS FOR FRAUD PREVENTION 

1. No activity is immune from fraud-waste-abuse 

2. Insist on the adherence to standard procedures 
and controls 

3. Use trend reports to monitor operations 

4. Use independent sources for infonmation 

5. Carefully identify the sensitive areas subJect to 
fraud 

5. Maintain effective system for administrative and 
personnel actions to combat fraud 

7. Refer criminals for 1nvestigation and prosecution 
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GENERIC CHARACTERISTICS OF ILLEGAL ACTS 

CONTROL ENVIRONMENT OPPORTUNITY INDICATOR 
l. ONE PERSON IN CONTROL X 

2. NO SEPARATION OF DUTIES X 

3. PERSONS LIVING BEYOND MEANS X 

4. MISSING OR INCOMPLETE INTERNAL 
CONTROLS X 

5. NO PRIOR AUDIT X 

6. DECENTRALIZED MANAGEMENT WITHOUT 
MONITORSHIP X 

7. EVASIVE RESPONSES TO AUDIT 
INQUIRIES X 

8. EXCESSIVE ATTEMPTS TO DELAY AUDIT X 

9. LIMITATIONS ON SCOPE OF AUDIT X 

10. MANAGEMENT READILY WILLING TO AOMIT 
TO MISMANAGEMENT IN SERIOUS MATTERS X 

11. HIGH TURNOVER OF SENIOR PERSONNEL X 

12. RECENT CHANGES IN WORKING PROCEDURES X 

13. ATTEMPTS TO TERMINATE AUDIT X 

14. UNUSUAL CONCERN WITH AUDIT 
DOCUMENTATION X 

15. MANAGEMENT TOO COOPERAHVE X 

16. CONSPICUOUS CHARITY X 

t 7. SUSPICIOUS TRENDS X 

18. UNUSUAL BEHAVIOR X 

19. RECENT MONEY PROBLEMS X 
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GENERIC C~ARACTE~ISTICS OF ILLEGAL ACTS 

ACCOUNTING SYSTEM OPPORTUNITY INDICATOR 

1 . MANY CONTENTIONS ACCOUNTING ISSUES X 

2. EXTENSIVE JUDGMENT INVOLVED IN TOTALS X 

3. DIFFICULT TO AUDIT TRANSACTIONS X 

4. INADEQUATE OR MISSING DOCUMENTATION X 

5. UNUSUAL, UNEXPLAINED ENTRIES X 

6. PAYMENTS FOR CASH, UNSPECIFIED 
REASONS X 

7. INORDINATELY LARGE TRANSACTIONS X 

a. SUPPORTING RECORDS NOT PROMPTLY 
PRODUCED X 

9. PHOTOCOPIED ORIGINAL RECORDS ON FILE X 

10. UNACCEPTABLY lARGE ERROR RATES X 

11. PROFITABILITY OUT OF LINE WITH 
INDUSTRY X 

12. QUESTIONABLE OWNERSHIP X 

t3. MIX OF GOVERNMENT AND COMMERCIAL 
CONTRACTS X 

[4. LOSSES ON COMMERCIAL CONTRACTS X 

I 5. MIX OF flXEO PRICE AND COST TYPE 
CONTRACTS X 

16. LOW NUMBER OF BIDDERS X 
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GENERIC CHARACTERISTICS OF ILLEGAL ACTS 

CONTROL PROCEDURES OPPORTUNITY INDICATOR 
I. ALTERED/SUSPECT RECORDS X 
2. UNAUTHORIZED TRANSACTIONS X 
3. NONSERIAL NUMBERED TRANSACTIONS X 
4. UNAUTHORIZED PERSONNEL WITH ACCESS X 

5. INVENTORIES NOT RECONCILED X 
6. LACK OF OPERATING PROCEDURES X 

7. ASSETS SUSCEPTIBLE TO MISMANAGEMENT X 

8. POOR TIMEKEEPING SYSTEM X 

9. MANY CRISIS CONDITIONS X 
10. UNCORRECTED PROBLEMS REPORTED IN 

PRIOR AUDIT X 

11. NO INDEPENDENT CHECKS X 

9 
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SEX:TION 2 

AUDI'IDRS' 

RESPONSmn.ITIES 

SEri'ION II. Auditors' Responsibilities: GAD ani AICPA starmrds. 

Objectives 

'lhi.s section highlights portions of the professional auditin;J stan:Jards 

dealin; with auditors' responsibility for i.dentifyin; ani repoi"tinJ frau::l an::l 

illegal acts. '1hese stamards are generally applicable to EPA auditors an::l to 

auditors who perf0I111 work for EPA an::l are recogni.zed thJ:'cu;hcut the auditin:.J 

professiat. '!his section describes how far auditors shalld go am what they 

shculd do to identify am respard to frau::l. 'lhis section also describes the 

~tions am limitations of professimal audit wrk in regards to . 
detection fraud. 

~: ~for ~t of GcMiniDBDtal arguizaticms, Proc)l'ams, 

kti.vitias, aDI! PUDctiaDs relevant to ~Uance vith ar.pllcable laws and 

regulatiaasl 

o 0\apter 4-Field Work stamards far Financial. Al.Ktits. 

o 0\apter s-Repartin;J stan:Jards for Fi.nar¥:ial Alm.ts. 

o 0\apter 6-Field Work stan:Jards far Perfarmaroe Al.Ktits. 

o 0\apter 7-Repart.in;J st.aniards far PerfOl'liBl'¥:)9 Al.Ktits. 

- Legal am J?sgul.atary Requirements: 
- AssessMnt of Cl:llpli.ai'D! 
- Errors, Irregularities, ani Illegal Acts 
- 1>..1e care Ccrlceinin} Illegal Acts 
- Internal cmtrol 
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- Identify those major laws an:i regulations that apply to the entity to be audited/evaluated an:i that are relevant to the assignment objectives. 

- Assess the risk that l'lOl'lCCir!pliance with these laws an:i regulations cculd significantly affect the pt()9Zam operations of fi.narx::ial statements beirq audited. 

- Assess the adequacy of i.ntemal. ex>ntrols for ensurin:J c:x:rrpliance an:i for detectin:J instances of nollCCil'lllliance with applicable laws and regulations as determined by the risk analysis. 

- Design work steps to reasonably assure (1) the entity's c:x:mpliance with relevant l..aliiS an:i regulations, an:i (2) the detection of error, irregularities, ab.Jse, or illegal acts that could significantly affect assignment objectives. 

- Exercise awtop£iate precautions relatirq to illegal acts so as not to interfere with potential future investigations an:i/or legal proceedjrgs. 

- Prcmptly prepare an audit/evaluation I"e~X'Zt 'Which includes all material instances of nOJmnpliance an:i illegal acts that could result in prosecution. 

Additionally, for fi.narx::ial audits, auditors IDJSt ptauptly prepare a written 
rE!}Xlit on c::arpliance that contains a statement of positive assurance on items tested far c:::arpliance and negative assurarx::e an those items not listed. 

2. ~ean Institute of certified PUblic J.coountants (AICPA) Generally 

k:cepted 1Wditill} 8taDI5ards relevant to OCJ!I)liance with applicable laws aDd 

regulations: Nina ''Expectation Gap'' standards. 

o SAS No. 53, 'nle Alditar's Responsibility to Detect an:i 
Report Errors an:i Irregularities. 

o SAS No. 54, Illegal Acts by Clients. 

o SAS No. 55, Consideration of the Internal control 
structure in a Fi.narx::ial statement Alxlit. 

o SAS No. 56, Analytical Procedures. 

o SAS No. 57, Alditin;J ~ EStilllates. 

o SAS No. 58, Reports an Alxlited Financial statements. 

o SAS No. 59, 'Ihe Alditcrs o::nsideratian of an El'ltity's Ability 
to Continue as a Goirq Concem. 

o SAS No. 60, O:mtunication of Internal control structure 
Related to Matters Noted in an Al.nit. · 

o SAS No. 61, Cc:mii.Dlication with Autit Ckmni.ttee. 
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'Ihe Auditor's Responsibility to Detect am Reoort Errors am Irregularities in an audit of financial statements. 

Errors refer to wUntentional misstatements or anissions of annmts or 
disclosures in financial statements. 

'Ihe auditor shool.d assess the risk that errors and irregularities may cause the financial statements to contain a material misstatement. 

Based on that a.ssessnPTit, the alXtitor should design the audit to provide reasonable assurance of detecting material errors and irregularities. 

'Ihe auditor is responsible for informi.n;J the audit cx::mmdttee of 
equivalent of all rut inconsequential irregularities. 

IllEgal Acts by Clients 

'Ibis statement describes the nature and extent of the consideration an 
irxleperoent auditor should give to the possibility of illegal acts l:7j a client in an audit of financial statements. 

Illegal acts refer to violations of laws or gaverraoenta.l. regulations. 
Whether an act is illegal, is a determination beyorxi the auditors's 
professional oc::atpetence. However, whether an act is illegal would be based on 
the advise of an infonned expert qualified to practice law or may have to 
await final det:.erm:i.retion by a court of law. 

'!he auditor's responsibility with respect to detecting, and reportin;J 
illegal acts is to awly auclit procedures specifically clirected to 
asoertainin;J \oJhethe.r an illegal act has occurred. 

stataDents em Aul!it!Dq standards 55 

Consideration of the Internal Cgntrol structure in a Fi.narx;ial statement Andjt 

'1be statenent em auctitin:J stamards requires the auctitor to have an 
~ of the OOJtb:'Ol environment, the acx:x:unt:inq system, an:i the 
control p:ocednres, and (l) identify types of potential m:istakes, (2) consider 
factors that ma.y affect. the risk of material misstatement, i'U"rl, (3) design 
sutstantive tests. '1be control environment focuses on the pnlosq;ily and 
qmati.rq style, organizational structure, and management's conUol methods. 
'lhe acx:nD'1tin1 system maintains documentatia1 of transactions, and timely 
reporci.IJ:J of i..rcmsaclic.m. While the oontl"ol prtJOedut-es estaLlhJles ~~ 
authorization of transactions, OOJtll:ol of acx:x:unt:inq documents, safeguard of 
assets, segtegation of duties, and i.n:ieperxjent d1edcs. 

Cllaracteristics of illegal acts includes observi.n; internal control 
\tleakness, personal behavior, relationship, or deviaticm in rec:::ordkaepin:J tha~ 
raises skepticism alnit the fidelity of a functicm in which there is an 
~ty for illegal acts. ' 
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B. EX'l'EHJIVJH:sS OP STEPS 'ro DEnmfiNE 
~ wrm APPLICABLE LMB 100> RmULATIC:Hi 

Auditin; st:an:3ards require that a determination be made whether activities or financial statements bein;J audited or evaluated are in c:::c:anpliance with relevant laws am regulations. Audi tars am evaluators l!D.lSt detel:mine when am to \olhat extent they ImJSt test far normuplianc:e with applicable laws am regulations to detect errors, irregularities, ahlse, or illegal acts. Generally, the greater the materiality, significance, ani sensitivity, the greater the degree of required CX!IIpliance t:estin:}. 

~on an assignment's objectives an::l the results of any risk am internal control assessments, auditors ani evaluators may: (1) expan:i the assignment's scope, (2) spin off a separate assignment, or (3) refer suspected J'lOl'¥:XIlPlian:e to a third party. OIG Manual Cl1apt.er 122--carpliance With Laws am Regulations establishes policy am PI~ far OIG au:titars' ani evaluators' use in assessirq carrpliance with laws ani regulations in ac:x:ort1aiDe with Goverriitelt Auditiro starrlards (1988 revision). 

Specifically, OIG Manual C'lapter 122 provides OIG auditors am evaluators guidan::e in decidi.rg: 

o when to test far c:x:mpliance. 

o ha.rl to identify cq:.plicable laws ani regulations. 

o hc:7.f to evaluate the likelihood that non:::c:mpliance could cx:::cur 
ani rDt be detected or prevented by internal controls. 

o hc:7.f much testirq to do. 

o how to deal with ani report suspected or actual illegal acts. 

EDMPLB OP STEPS AND amB1'1CHI 'ro CXHm>:Dl IN AUDIT PIANNI!Il, FIELD 'Wam AND 
REPamKJ 

cazpuance witll LaWs and RegUlations 

-~whether grants were awarded in acx:ordance with awlicable government regulations. 

- oet:emin:in::1 whether justification far ncrmtp:titive contract awards met regulatory requirements. 

- examinin:;J am testin;J oollections of revel'UleS to verify that they were reocrded, col.lected am deposited in the u.s. Treasury. 

- Test:.irg, by indeperm!nt o::mfiimation, of assets, i.ncaDe, erplayees ani 
~ours charged, claims arxi expenses. 

- EXamining travel expenses of enployees to confirm that reimbursement was in aOOClJ"'dal'1oe with 't:'E!gUlations am that travel was far officia~ blsiness. 

- DEt"~ whether o::aJtl:actors are d1argin} unallowable o:S:s to OOJrt:tacts (e.g., advertisirq, entertainment) 

]I-Ll-



- Determinin;J whether COJrt:tactars ar us.in;J government owner materials and equipnent on~ work, and if the government is gettin:j the materials ani equipnent back. 

- Elcam:in:in:J investigative reports, suspension ani cieharrrett req;:x:u:ts, or payment of fines ar penalties. 

- Elcam:in:in:J justifications ani authorizations far large payments far l.D'ISpeCified services to cxmsultants, affiliates of employees. 

- Exam:in:in;J supparti.rg documents, such as invoices, canceled checks, and agreements and c:x:mpri.n;J with acca..mtirg records. 

- Confirmin;J significant information with other parties or intermediaries, such as banks, lawyers, ani other government records (deeds, tax ar FICA) 

- Do irrentive exist far pz:ogram manager, participants ar beneficiaries to c:amd.t illegalities? 

- Are decisions made primarily l7j a sin3le person? 

- Do awlicable laws and regulations contain adequate specificity or are they too vague? 

- Is cash ar other assets susceptible to i.mpt~ conversion? 

- Has management t:umcver been high? 

- Is the organized decentralized without adequate noni.torirg? 

- Are test results in:leperDently verified? 

- Is there a repeated pattem of problems or c:arplaints? 

Assos9'W"t of IDterDa1 ccmtrols 

-Are there policies am ptoet=dtD"eS in place an:l are they followed? 

- Is there separatia1 of duties? 

- Is there documentation of transactions am other significant events? 

- Is there authorization an:l execution of transactions an:i other significant events l7j awz;optiate persons. 

- Are items of value, includin:;J information, safeguarded? 
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C. DEPINITICHI 

Mula- F\lrni.shi.rg excessive services to beneficiaries or perfOI'lllin;J what may be considered .i:mpx:oper practices, non of 'Whidl involves nonc::arpliance with la'WS and regulations 

Errors- Unintentional misstatemants or anissions of ancunts or disclosure in financial statements. 

Illegal tv:ts- Failure to follO'ttl requireJnents of la'WS or .izrpl~ regulations. 

Irregularities- Intentional misstatements or anissions of moounts or disclosures in financial statements. 

Materiality- 'nle nagnitude of an ani.ssion or misstatement of ac:x:nmt.irg information that, in light of~ c:ircunBtaix::es and qualitative and quantitative oonsiderations, makes it probable that the judgment of reasonable person relyin;J on the information ~d have been dlarl;Jed or influerad by the anission or misstatement. 

Significanoa- 'nle .iJrp:ntance, in relation to the audit/evaluation objectives, of an item, event, infonnation, problem or matter the auditor /evaluator identifies. 

Auditors/EValuators always should perfam all wart with an attitude ot professicmal skepticism! 

]]_ -t· 



Cha terti 

Field Work Standards for 
Performance Audits 

Legal and 
Regulatory 
ReqUirements 

Auditors should design the audit to provide rea­
sonable assurance of detecting abuse or illegal 
acts that could significantly affect the audit 
objectives. 

-10 \\-hen aud1t ... tt'ps and procedures md1cate that 
.tbuse or Illegal acts have or may have occurred, the 
dud1tor need-; to dete:-nur.c the e:.:trnt to wh1ch 
these acts stgntflcantly affect the audit results. 

II Detectm~ noncompliance reo;ultm~t from 11legal acts 
,., generally dtffttult Dmng 30 commonly requtres 
'>peclal steps, and aud1tors are expected to dev1se 
and apply such steps as may be effective Because a 
sound mtemal control structure can be effecttve m 
ensurmg comphance, an assessment of the control 
structure IS generally useful 

42. In all perfonnance aud1ts· 

Auditors should be alert to situations or trans­
actions that could be indicative of abuse or ille­
gal acts. 

43. When mfonnat1on comes to the auditor's attention 
(through audtt procedures, tlps, or other means) 
md1caung that abuse or Illegal acts may have 
occurred, the auditor should consider the potenttal 
1m pact of these acts on the aud1t results. If these 
acts could stgn1f1cantly affect the aud1t results, the 
dUdltor should extend the audit steps and proce­
dures, as necessary {a) to detennme whether the 
acts occurred and (b) 1f so, to detennme the extent 
to whtch these acts Significantly affect the audit 
results 

Due Care 
Concermng 
Illegal Acts 

u When an aud1t 1s conducted under contract and the 
contract does not pennit the audator to umlaterally 
extend !>tep!> c~.nd proct.'dures, the audttor should 
obtam wntten approval to perfonn the necessary 
addtttonal work If such approvalts not l(tven to the 
aud1tor. a o;copt> tmpa1nnent ~enerally ex1sts wh1ch 
..,hould be stated m the audttor's report 

-&5 Audttors should exerc1se due professional care and 
eauuon m pursumg md1cauons or tllegal acts <;O a., 
not to mterfere w1th potential future mvestiJtatlons 
and/or legal proceedmgs Due lare would mclude 
wnsulung appropnate le~al counM!l and/or the 
..tpplu.:able law enforcement or~amzauon. where 
appropnate. before proceedm~ n. _ l 

-l6. C'1rcumstances may extst m wh1ch laws, regulat1om 
or pohcy requ1re auditors to promptly report md1ca 
ttons of Illegal acts to law enforcement or mvest1ga· 
tory authonttes before extendmg aud1t steps and 
procedures. The auditor may also be reqmred to 
Withdraw from, or defer further work on, the audit 
or a port10n of the audit m order not to mterfere 
With an mvest1gauon However, the auditor should 
cons1der whether th1s would restnct the compleuor 
of the remammg portiOn of the audit or mterfere 
With the auditor's abthty to fonn obJ~ttve optmon~ 
and conclusiOns If 1t restncts or mterferes, the 
audttor should tennmate the aud1t or d1scontmue 
further act1on untll completion of the mvest1gat1on 
(See reportmg requtrements m chapter 7 ) 

-l7 Most audttors are not tramed to conduct mvestlga­
uons of certam types of Illegal acts wh1ch are the 
responstblhty of the mvest1gator or law enforce­
ment authont1es. However, auditors are respons1bl• 
for bemg aware of the characteristics and types of 
vulnerab1hties and potential illegal acts a.ssoaated 
With the area bemg audited in order to be able to 
Identify indications that these acts may have 
occurred. 

48. An audit rm.de m accordance w1th the standards m 
th1s statement wtll not guarantee the discovery of 
all abuse or Jllegal acts. Nor does the subsequent 
dtscovery of abuse or Illegal acts corrumtted dunng 
the aud1t penod necessanly mean the auditors' per 
fonnance was madequate, provtded the audit was 
made m accordance w1th the standards m th1s 
... tatement 



Comphanre 
With La\-\5 and 
Regulations 

\onwmplJdllte 

Abuse and illegal 
AdS 

Chapter 7 

Reporting Standards for 
Perfonnance Audits 

·1.1 The report should include all sigruficant 
instances of noncompliance and abuse and all 
indications or instances of illegal acts that could 
result in criminal prosecution that were found 
during or in connection with the audit.' 

1.a. rhe auditors' report should mclude all s1gmf1cant 
mstances of noncompliance found dunng or m con­
nettton w1th the aud1t, even those not resulting m a 
legal liability of the....e.nUty. ~All Ul.'ltances of Lllegu 
acts that could result m the entlty, or an offietal or 
employee of the enttty, bemg subJect to criminal 
prosecution should also be reported. 

36. If, dunng an audit or m connection w1th an aud1t of 
a government enuty, external government auditors 
become aware of abuse or 11legal acts or md1cauons 
of such acts that could affect the government 
entity, they should promptly report to the top offi­
Cial of that entity The auditor should also cons1der 
reportmg to the appropnate oversight body. If the 
top of!1c1al IS beheved to be a party to such acts or 
otherwise 1mphcated, the auditor should m all cases 
report to the appropnate oversight body If the acts 
mvolve funds rece1ved from other government enti­
tles, the auditors should also promptly report to the 
proper officials, mcludmg the audit officaals, of 
those ent1t1es 

:19. l\ongovernment audit organiZations conductang 
government audits w11l d1s~harge the1r responslblh· 
ues for reportmg abuse or illegal acts or mdacatlons 
0f such actc; fC'unt1 dunng or m co'l!lectlO!l w1th an 
c~udit by prompt!Y reportml( to the top officaal of 
the ent1ty arrangrng for the audit. 

-&2. Abuse or rllegal acts or mdicauons of such acts that 
audators become aware of should be covered m a 
wntten report and submitted 11\ accordance With 
the precechng paragraphs. Such acts may be cov­
ered m a separate report 1f mcludmg them m the 
overall report would compromise mvestlgattve or 
legal proceedmgs or othel"WlSe preclude the report 
from bemg released to the pubhc. Auditors gener­
ally c;hould net release mformauon or reports con­
tammg 1nformauon on potential rllegal acts that 
t:uu1d result m the enttty, or oificer or employee oi 
the enuty. bemg subjected to crurunal prosecution, 
or reports watn references that such acts were onut· 
ted from rt>port"· wtthout consulting wtth appropn· 
c~te leglll counsel. smce tha.. coul~ mterfere with 
leg.U p~ or subject the 1mphcated mdavtduats 
to undue pubhc1ty, or nught subJect the aud&tor to 
potential legal actron. 

1t-~ 



Chapter 4 

Field Work Standards for Financial Audits 

Errors, Irregulantles 
and Illegal Acts 

Due Care 
Conlenung 
Illegal Acts 

The auditor should design audit steps and proc~ 
dures to provide reasonable assurance of 
detecting errors, in'egularities, and illegal acts 
that could have a direc:t and material effect on 
the financial statement amounts or the results 
of financial related audits. 

The auditor should also be aware of the possibU 
lty of illegal acts that could have an indirect an~ 
material effect on the financial statements or 
results of financial related audits. 

1-1. In fulfilling the above requirements relatmg to 
errors, irregularities, and illegal acts, the auditor 
should follow the guidance contamed m the AJCPA 

:'"''111n standards entitled The Auditor's Responsabllity to 
Detect and Report Eri'Ors and IrTegUlarities ana m. 

;/I: 'lsv gal Acts By Clients. 

1 !\. Auditors should exerc1se due professiOnal care and 
caut1on m extendmg aud1t steps and procedures re~ 
auve to 1llegal acts so as not to mterfere w1th poten 
t1al future investigations and/or legal proceedmgs 

Due care would mclude co~tmg appropnate legal 
counsel and/or the apphcable law enforcement 
orgaruzauons, where appropnate, to detenrune the 
audit steps and procedures to be followed. 

16. Circumstances may exiSt where laws, regulations, 
or policies require the auditor to promptly report 
md1cat1ons of certrun types of Illegal acts to law 
enforcement or mvesugatory authont1es before 
extendmg aud1t steps and procedures. The auditor 
may also be required to Withdraw from or defer 
further work on the aud1t or a portion of the aud1t 
m order not to mterfere With an mvest1gat10n. How­
ever, the auditor should consider whether the above 
circumstances would restnct the completiOn of the 
remrunmg portion of the aud1t or mterfere wtth the 
auditor's ab1llty to form ObJective opm1ons and con­
clusions If 1t restncts or mterferes, the aud1tor 
should cons1der d1scontmumg further acuon until 
completion of the mvesugat10n, or temunate the 
aud1t 

17 Most auditors are not tramed to conduct mvestaga­
tJor.s of certam t~rpes of Illegal acts wh1ch are the 
respons1b1llty of the mvest1gator or law enforce­
ment authont1es. However, auditors are responsible 
for bemg aware of the charactenst1cs and types of 
:!legal expcnd1tur~s ar.d acts associated wtth the 
area bemg audited to be able to 1dent1fy md1cat1ons 
that these atts may have occurred. 

18 An aud1t made m accordance wtth the standards an 
th1-; c;tatement wdl not guarantee the diSCOvery of 
all Illegal acts or contmgent hab1lltles resultmg from 
noncompliance Nor does the subsequent diSCOvery 
of Illegal acts conumtted dunn~ the audit penod 
necessanly mean that the auditor's perfonnance 
was madequate provtded the aud1t was made m 
accordance wtth these standards T[ -1 



Chapter 5 

Reporting Standards for Financial Audits 

Illegal Acts 10. If. dunng or m connection wtth an audtt of a gov­
ernment enttty, external government audttors 
become aware of tllegal acts or mdtcauons of such 
acts affectmg the government enttty, they should 
promptly report to the top offtctal of that ent1ty 
The aud1tor should aJso constder reportmg to the 
appropnate oversight body If the top offtctalts 
believed to be a party to such acts or otherwise 
llllphcated, the audttor should m all cases report~ 
the appropnate overstght body If the acts mvolve 
funds recetved from other government entitles, 
auditors should aJso promptly report to the proper 
offictals, mcludmg the audit offictals, of those 
ent1t1es. 

16. Illegal acts or mdtcatiOns of such acts that audttors 
become aware of need not be mcluded m the 
requtred audtt reports, but may be covered m a sep.. 
arate wntten report and submitted m accordance 
with the precedmg paragraphs, thus penmttmg the 
requtred report or reports to be released. However, 
audttors generally should not release mfonnauon or 
reports contauung mfonnatton on such acts or 
reports wtth references that such acts were omttted 
from reports, Without consultmg wtth appropriate 
legal counsel, smce thiS release could mterfere wtth 
legal processes, subJect the implicated individuals to 
undue pubhctty, or subJect the audttor to potential 
legal acuon. 
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SECTION 3 

DOCUMENTING INDICATORS 

OF FRAUD 

SECTION III. Documenting Indicators of Fraud, Audits Techniques 
and Altered Documents 

Objectives 

This section describes what types of information should be obtained 

to help identify and document 1ndicators of possible fraud along with a 

review of those auoit techniques used to collect audit evidence. This 

section also will discuss the need to examine seemingly good audit evidence 

and support for the possibility that it has been altered. Auditors need to 

look beyond the usual documentation to determine the authenticity of that 

documentation. A sound audit trail may be composed of altered or false 

documents. 

w-' 



A. AUDIT TECHNIQUES 

"1. Analyze 

2. Scrutinize 

3. Compare 

4. Interview 

s. Confirm 

6. Observe 

7. Trend Analysis 

B. ANALYZE 

Break a ledger balance into its 
component parts. 

c. SCRUTINIZE 

Review documents used to arrive 
at the figure in your analysis. 

D. COMPARE 

Evaluate different sources for 
accuracy or proper recording. 

E. INTERVIEW 

Through a meeting or conversation, obtain information or facts from 
another person. 

F. CONF~TION 

Corroboration by an outside entity of 
the amount, as of a certain date, owed them by the audited party or the amount which they owe the audited party. 

G. OBSERVE 

Watch with attention so as to see or 
1 earn something. 



H. TREND ANALYSIS 

Related items in the financial 
stattllnts should change 
tog~tfter over time. 

I. AUDIT EVIDENCE 

1. Audit evidence obtained from an 
independent source provides greater 
assurance of reliability than that 
secured from the auditee organizat1on. 

2. Audit evidence developed under a good 
system of internal control is more 
likely to be reliable than that 
obtained where such control is weak 
or unsatisfactory. 

3. Evidence obtained by the auditor through 
physical examination, observation, 
computation, and inspection is more 
reliable than evidence obtained indirectly. 

4. Original docu~ents are more reliable than 
copies. 

J. SOURCES OF INFORMATION 

1. Depos1t slips 

2. Loan documents 

3. Personal financial statements 

4. Deposit accounts 

5. Signature cards 

6. ~ndorsed and processed checks 

K. CHECIS AND RECONCILIATIONS 

1. Names 

2. Oates 

3. Endorsements 

4. Authorizations 

5. Purpose 

6. Number 

7. Federal Reserve Bank notation 

TI!-J 



SECTION III. DOCUMENTING INDICATORS 

Techniques fo, Obtaining Evidence in Contract Fraud Cases 

1: Voluntary cooperation of contractor 

A. Access to records beyond scope of contract right 

B. Access to employees on company time 

C. Access to premises 

II. Compulsory interview of Federal employees 

III. Contract clauses 

A. Inspection clause U.S. v Hartley 678 F2d 961 
(11th Cir. 1982) --

B. Audit clause ZAP v u.s. 328 u.s. 624 {1946) 
(10 u.s.c. 2210} ----

IV. IG Subpoenas 

A. Standard- reasonably related to a legitimate inquiry 
and not burdensome 

B. Official curiosity 

C. Procedures for obta1ning subpoenas 

D. Upside 

1. Contractor records not covered by contract 

2. 3rd party records 

3. Personal records of contractor and Government 
employees 

4. Bill records 

E. Downs* 

1. T1meli ness 

2. Destruction of records 

V. Outside Sources 

A. 3rd party witness interviews 

B. Former employees 

ur.-Lf 



L. ALTERED DOCUMENTS 

1. Document substitution 
aka spurious documents 

2. Alterations 

M. ALTERED DOCUMENTS! WHAT TO CHECK 

l. Delivery addresses 

2. Amounts 

3. Items and specifications 

4, Authorizations 

5. lnvo;ce or order numbers 

6. Actual checks and bank 
reconciliations 

7. Endorsements 

N. EXAMPLES OF ALTERATIONS 

1. Disturbing the paper fibers by 
hand or by machine 

• overwriting 

- tract ng 

- fre~ hand simulation 

- information added with a 
typewriter 

0. OOCUL.JHT SUSSTillJTIOH 

1. Ffct1tiaus checks or invoices 

2. Fictitious signatures 

3. Repetitious second endorsement 

4. Photocopy different from ortginal. 
when offered in p1ace of the 
original 



./ 

QUESTIONED DOCUMENTS 

The following is an excerpt from the cha~ter on 
"Document Consciousness·· ln the book, Evident 1al Docu­
ments, by James V. P. Conway (1959, Charles C. Thomas, 
Publlsher). 

"There follow a few general questions 
pertinent to every document and a number of 
specific questions relevant to a few documents. 
It has been observed repeatedly that the most 
frequently overlooked of these inquiries are 
those which should be the most obvious. These 
questions are in no sense all inclusive of 
considerations which merit study but they 
provide a basis for the thoughtful, reasoning 
approach to evidential documents. 

1. When and where did the document, say a 
check, deed, or note first appear? 

2. By whom was it presented? What is his 
interest? His reputation? 

3. Is the document's very existence suspicious? 
Doth it protest too much the cause it was 
designed to serve? 

4. What did the presenter say about the 
document at the time he presented it? 
Later? t.Jhy discrepancies, if there be 
such? 

5. Is the document in the same condition now 
as when it was first presented? Have you 
so assumed or do really know? 

6. By whom does the document purport to have 
been drat.m or prepared? 

7. Have you erroneously assumed that the date, 
body, and signature were written by the 
same person? 



8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

- 2 -

If an endorsement, have you assumed that 
the signature and address were written by 
same person? Can you establish the correct­
ness of your assumption? 

What do the executors of the document have to 
say about their participation? Did they indulge 
complete details or were they glossed over? 
Did you err by permitting a collaborated story 
to be given by several interested parties? 

Is the date of the document logical to its 
content? If a letter, did the author betray 
himself by improper tense of verbs or the 
"forecasting" of events inconsistent with 
the document's date? 

Is the date of the document consistent with 
the movements of the principal? Have you 
considered hos~italization, injuries, vacations, 
business trips. 

Was the document presented timely in the light 
of its date? If not, where has it been, and 
why? 

Are the wr1t1ng media, pen, pencil, paper, 
and ink, consistent w1th the document's date 
and the re~resentations made for it by its 
proponents. With the habits of its purported 
author at the time in question? With his 
physical and mental condition at that time? 

Have you identified the author and signer 
through his or their handwriting or have you 
merely assumed writing authenticity7 Have you 
acquired technically adequate, provable, and 
legally admissible exemplars? 

Have you examined companion docunents of proper 
vintage to ascertain thelr agreement or other­
wise with the habits reflected in the evidential 
documents? 

Do you recognize that authentic companion docunents 
provide a much more reliable mode o~ proof ~han 
self-serving, accusatory, or otherw1se partLsan 
statements by interested principles? 

III- 7 
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17. Have you reconciled disagreements between the 
evidential document and companion documents? 
Is your reconciliation reasonable in itself 
and consistent with the representations made 
by the proponents of th~ document? 

18. Are there witnesses to the preparation, 
execution, or presentation of the document? 
What is hls or their interest? Reputation? 

19. Have the witnesses supplied complete details 
as to time, place, and circumstances? If not, 
why not? Do they remember not wisely but too 
well all the self-serving details? 

20. Are the witnesses certain they could not be 
confused about a similar document? A similar 
transaction? Was your consideration of these 
points cursory? Partisan? Presumptive? 

21. Does the document, for example a check, have 
a number? Should it have one in view of the 
habits of its purported author? 

22. Is the number of the document, say a check 
or invoice, in proper sequence by comparison 
with companion documents of the same vinta~e, 
or has it clearly been postdated or antedated? 

23. Have you too readily accepted a hotel or motel 
registration as an alibi? Does its time and 
does its number coincide with other registra­
tions of the same date? Is is supported by 
correct accounting records? Is its format, 
including printing, in agreement with companion 
registrations? 

24. Does the document bear any indication or 
suggestion of an erasure or alteration? Is 
the suspect area continguous to or does it 
embody a key part of the document? 

25. If a photostat, where is the original? Is 
presentation of the photostat rather than the 
original suspicious in itself? 

26. If a photostat, why is the original unavail~bl~ 
to you, if it is? If a court orde~ or pe~mlSSlon 
of a third party is necessary for lnspectlon 
of the original, have you ascertained complete 
details for timely action? 



27. 

28. 

29. 

30. 

- 4 -

Have yuu considered and accounted for ALL 
the handwriting, initials, addresses, tele­
~hone numbers, identification data, stamped 
tmpressions, etc., on the questioned check? 

Have you been wasting your time, or do you 
have men on your staff who have been 
dissipating their time, comparing check 
endorsements with the writing of suspected 
forgers, without first ascertaining that 
parts of these endorsements were not written 
by the forger at all, but represent the 
handwriting of the second endorser or his 
agent? 

Have you dissipated hours of investigative 
time, reached erroneous conclusions, and 
perhaps confused your document examiner, by 
comparing the signatures or issuing particu­
lars on forged checks, when your problem 
involved tracings and simulations? 

Have you issued circulars which advertised 
all too clearly that your department did 
not understand how responsibility must be 
established in cases involving tracings and 
studied simulations? 

31. Does the document purport to have been 
written or signed with a ball point pen 
prior to 1945. 

32. Does the document purport to have been 
written or signed with a liquid lead pencil 
prior to 1955. 

33, Does the typewritten d9cu~ent contairy a short 
center "t.J" or "w" and 1s 1 t dated prtor to 
1935. 

34. Is the document, perhaps a will, hiding 
behind deceased witnesses? Have you examined 
their signatures of comparable date, or have 
you assumed somewhat automatically that the 
witnesses• signatures are authentic? 

35. Is the document ceremoniously hiding behtnd 
a notarial or other seal of no real identtfy­
ing value? 



- 5 

36. Have you established that the notary or other 
public official physically witnessed execution 
of a document, so purporting? If so, did he 
correctly identify the signer? 

37. Is the seal on the document leg1ble and authentic? 
Have you compared it with admittedly authentic 
seals? 

38. Have you assumed that the si~nature of the 
notary or other public offic1al was authentic? 
Have you compared companion signatures? Are 
the latter and related records for the date in 
issue ma~ntained with similar pen and ink? 

39. If a printed form, have you checked its origin? 
Have you compared similar and companion forms 
of corresponding date? 

40. Is the location of an obliterated or eradicated 
area of the document highly suspicious in 
itself? Have you sought s~ecialized assistance 
to develop the orig1nal wrlting? 

41. If the document is folded, is this condition 
tonsistent with its alleged origin and l3ter 
repositories? 

42. If the document contains creases and folds, 
allegedly because it was carried about in a 
pocket or wallet, is the document's conditton 
in respect to soiling consistent with this 
alleged history? Is the document clean where 
it should be soiled and vice versa? Do the 
folds fail to reduce the document small enough 
to fit the wallet or pocket in which it 
allegedly was placed? 

43. Does the document fit the envelope in which 
it was all~~edly received? Do depress10ns 
and impress1ons correspond? Ink and penctl 
smudges? 

44. If a mailed 1nclosure, does it bear a latent 
postmark inconsistent with the v1sible post­
mark on the ~nvelope in which it was allegedly 
inclosed? 
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45. Does the document bear a watermark consistent 
with its date? 

46. Have you studied both the apparent and latent 
thought content of the document, for example, 
an anonymous letter, for evidences of authorship? 

47. Have you catalo~ued the individualities of word 
choice, colloqu1alisms, spelling, arrangement, 
ca~italization, and mode of expression for 
evtdences of authorship? Have you delineated 
the individualities of letter conformation and 
letter connections? 

48. Does the document have a foreign script or 
language influence even though its alleged 
author was born and educated in the United States? 
Or does it have unmistakable "United States" 
script and language despite the allegation that­
its author was born and educated in Europe? 

49. Are you satisfied that you have scrutinized 
the docun~nt thoroughly from top to bottom, 
front and back, and accounted for all writtng, 
typewriting, printing, job numbers, marks, 
holes, discolorations, odors, erasures, folds, 
creases, seals, bindings, fasteners, indentations, 
depressions, and what have you, therein and 
thereon? Have your aggre~ale Lnferences 
supported the representattons made by the 
proponents of the document? Have your aggregate 
inferences clearly established the document's 
true origin and subsequent history? 

SO. Have you consulted a qualified document examiner? 
Should you now? 

1JI-II 



SECTION 4 

REFERRALS TO THE 

INVESTIGATORS 

SECTION IV. Making Referrals to the OIG Office of Investigations 

Objectives 

This section describes when and how to refer indications of possible 

fraud to the OIG Office of Investigations. The actual invest1gation of 

possible fraud is the responsibility of the OIG Office of Investigations. 

Although auditors should test for conditions conducive to, and 1ndicators 

of fraud, they need to make timely and accurate referrals when they 

believe they have identified possible fraud. 

_a- I 



A. REASONS FOR PROMPT REFERRAL 

1. Investigator may join auditor on-site 

2. wttnesses or others involved may: die, 
move, forget, go on vacation, get sick or 
change their stories 

3. Documents may be: lost, moved, altered, or 
destroyed 

4. Other physical evidence may be: lost, 
moved, destroyed, or disturbed 

B. REFERRAL 

1. Auditor•s name 

2. Name of auditor•s supervisor 

3. Names and locations of those involved 

4. Why the auditor concluded that the matter 
has sufficient probability to warrant 
investigation 

5. Documentation supporting the conclusion or 
establishing the potentially fraudulent act 

6. Information on and support for the amount 
of actual or potent1al loss, if known 

nz-L 
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1-1. PURPOSE. The purpose of this chapter is to establish policies and procedures to promote cooperation and coordination between the Office of Audit and the Office of Investigations. 
1-2. BACKGROUND. To maximize efforts to reduce fraud, waste. and abuse. auditors and investigators should work together. In the course of their work, auditors and investigators should be alert to issues that might concern their counterparts. Audits often disclose indicators of violations of laws and regulations which merit the scrutiny of 1nvestigators. Investigations often reveal indicators of weaknesses in controls and procedures which deserve the analysis of auditors. Even when joint work is not involved, good communication between offic~s helps our staff members fight possible fraud, waste, and abuse in EPA programs. 

1-3. POLICY. OA and OI should work together to exchange information and resources vital to both offices and to the organization. These offices are responsible for: 

a. Referring to each other all appropriate matters disclosed by their work or otherwise brought to their attention; 
b. Providing each other direct audit or investigative assistance on a request basis; 

c. Providing audit coverage to management weaknesses as requested or disclosed by investigations; 

d. Providing audit assistance to U.S. Attorneys, the FBI, and other investigative organizations on a request basis as coordinated through 01; 

e. Participating jointly in projects initiated to uncover fraud, waste, and abuse; 

f. Avoiding scheduling conflicts that might be detrimental to the work of either office; and 

g. Maintaining close coordination and communication between offices in both Headquarters and field to facilitate a free flow of information. 
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SECTION 2. INFORMATION EXCHANGES 
AND REFERRAL REQUESTS 

2-1. INTERCHANGE OF INFORMATION ON PLANNED AUDITS AND INVESTIGATIONS. The 
continuing cooperation between oA and ot is essential for: 

a. Consulting on potential referrals for 1nvest1gat1on or audit; 

b. Obtaining information about current or recent investigations of 
audit interest; 

c. Gaining perspective on matters referred to OA by 01, or vice versa; 

d. Exchanging information on matters of mutual interest; and 

e. Planning and working on joint projects. 

At Headquarters, there must be a continuing exchange of information 
between offices. OA should provide OI with a copy of its annual audit 
plan and quarterly revisions. 01 should furnish OA with information 
on planned investigations which may relate to aud1ts. 

At the divisional level, close working relations should exist. Besides 
exchanging information on planned work, DIGs and staff members should 
regularly interchange information as matters come up which may be of 
official interest to one another. 

2-2. REQUESTS FOR AUDIT ASSISTANCE ON INVESTIGATIVE MATTERS. OI should 
request from oA any audit or technical assistance required in carrying 
out investigations of cr1nrlna1 or civil fraud or other matters. 

a. Contents. The request should set forth the: 

(1) Nature of the alleged irregularity; 

(2) Spec1f1c matters to be audited; 

(3) Objectives to be achieved; 

(4) Specific guidance on how audit results are to be disseminated; 
and 

(5) Timeframes w1th1n which the assistance 1s required. 
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b. Sources. Requests for aud1t assistance on investigative matters come from: 

(1) Office of Investigations. OA should make every reasonable 
effort to provide its expertise where needed to conduct investigations or engage in special joint projects. If the OlGA thinks a request for assistance cannot be accepted because of other priorities. he/she should consult with the AlGA to determine if some adjustment of priorities can be made or if staff from other divisions can be assigned to the referra 1. 

(2) Other Investigative Units. Divisional and Headquarters OA officials occasionally receive requests for assistance channeled through OI from U.S. Attorneys. the FBI. and other agencies with investigative or similar responsibilities. If requests are made directly to OA, they should be immediately referred to OI. OI should review such requests and determine the nature and extent of assistance required. If OI finds that audit assistance is needed, the matter will be referred to OA for consideration. OI should coordinate with the requester and OA to ensure that spec1fic understandings are reached with respect to the nature and scope of work, time­frames. staffing requirements, and use which can be made of auditors • work. 

c. Safeguardin~ Investigator' Process. OA will take necessary steps to ensure t at the invest gatory process is not compromised. When audit assistance is requested on an investigation where there is an ongoing audit, care must be taken to clearly segregate these two processes. Normally, the OlGA can do this by assigning staff who are not working on the audit to the investigation. In some rare cases, it may be necessary after coordination with 01 and the u.s. Attorney to discontinue an audit until conclusion of the 
investigation. 

OA staff will not disclose in audit reports information which could compromise an investigation or result in an unnecessary invasion of privacy. When OA becomes aware that the auditee, related entity, or persons are under investigation, OA will exclude from the audit report reference to an ongoing or contemplated investigation. 
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2-3. REFERRALS FOR AUDIT. 01 may refer matters to OA for consideration in 
its plan of audit assignments. In the course of their work, investi· 
gators frequently obtain information that is outside the scope of 
their investigat1on and may be of interest to OA. OI should include 
with the written referral all relevant information on the attached 
referra 1 form. 

2-4. REFERRALS FOR INVESTIGATIONS. OA should promptly report indications 
of criminal violations, civil fraud, conduct violations, and other 
matters within OI's purview which are detected during audits or 
otherwise brought to its attention. Determining that a matter should 
be referred to 01 does not result from a mechanical application of 
rules; rather, such a determination depends on the judgment of the 
alert auditor based o~ professional experience and common sense. 

a. Matters Which May Be Investigated. Auditors should be aware that 
a great variety of matters may be investigated. Appendix 1 of 
this chapter provides a brief discussion of the most significant 
matters. In performing audits of EPA programs, grants, and con­
tracts, auditors should be alert to possible indicators of such 
matters. 

b. Matters Found During the Course of Audits. Indicators of matters 
which should be investigated sometimes are found in audits per­
formed by EPA or others. For example, audit reports prepared by 
independent public accountants, State auditors. or other Federal 
agencies for OA sometimes disclose indications of fraud. abuse, or 
other impropriety involving EPA programs and personnel that may 
necessitate investigation by 01. When these auditors find matters 
in such reports which may require investigation, they should 
immediately contact their supervisor and the DIGA. Similarly, 
when EPA auditors encounter matters which appear to require 
investigation, they should immediately contact their supervisor. 

c. Consultation with Investigations. Auditors should continue their 
nonnal audit efforts, but should not expand or modify their audit 
coverage until OA confers with 01. ~If possible, OA should discuss 
the matter with 01 while the auditor who raised the issue 1s still 
at the audit site. The scope of audits should not be altered 
unless OI indicates that additional information is necessary to 
determine whether an investigation is appropriate. 
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d. Continuation with Audit. Assum1ng that it would not interfere 
w1th an 1nvestigat1on, the auditors should be adv1sed t1 continue 
with the remainder of the audit and prepare the draft audit report. 
After reviewing the workpapers and finalizing the draft report, 
the OlGA should coordinate the release of the report with 01. 01 
should review the report to ensure that its release will not 
interfere with any ongoing investigation. 01 should recognize 
OA's concern about audits being unnecessarily delayed. 01 will 
make every effort to provide OA with guidance in a timely manner. 
Upon clearance from OI, the report will be finalized and issued in 
accordance with existing OA procedures. 

2-5. REFERRAL PROCEDURES. When DIGs think a matter should be referred, 
they should informally discuss it with their counterparts. If informal 
discussions confirm that referral is warranted, DIGs should refer the 
matter in writing. Referrals should contain all available information 
to assist the recipient in making an informed decision and should be 
on the attached referral form (see appendix 2). 

A copy of the referral form only should be provided to the AIGs in 
Headquarters by the OIG making the referral. If the responding DIG 
cannot accept such a referral because of other priorit1es, the AIG 
should be consulted to determine if some adjustment can be made of 
pr1orities or if staff from other divisions can be assigned to the 
referral. 

2-6. OIG AWARD FOR EXCELLENCE. OIGs will have the option each year of 
nominating an individual or team for an OIG Award for Elcellence, 
which will be presented in recognition of exemplary performance in 
conducting and referring an audit or investigation. Information 
relating to the selection process, criteria, and award amounts is 
detailed in the OIG Manual Chapter 12, Personnel Administration. 

SECTION 3. STATUS REPORTS 

3-1. STATUS REPORTS. To provide necessary feedback between our offices, 
each DIG who receives a referral should prepare a referral status 
report (see appendix 3) each quarter listing the status of all open 
referrals and referrals that were closed that quarter by either 
completing the requested work or by formally declining the matter. 
The report should include information such as the division making 
the referral, a short description of the referral, an 1dentification 
number, the date referred, the status of the referral, and the 
estimated closeout date. 
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The reports will be sent to the AIGs and each DIG from whom a 
referra1 was received. The offices which made the referrals have 
the responsibility of reviewing these reports and reconciling any 
differences. These reports will be issued by the 15th day of January, 
April, July. and October. When there are no changes in the status of 
referrals from the preceding quartert a copy of the last report will 
be sent with a cover 1etter stating that no changes have occurred. 
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Appendix 1 
Page 1 of 6 

This appendix sets forth the most common matters which should be referred to 
01. The elements which constitute various offenses are provided in abridged 
fonm for use as general guidance to assist auditors in recognizing possible 
violations. This is not intended to represent a definitive statement of the 
elements. Auditors should not attempt to develop information about each 
element before making referrals. When possible violations are recognized, 
auditors should seek guidance from their 01 counterparts regarding the 
appropriateness of making a referral. 

a. False Statements (18 U.S.C. 1001): 

(1) The defendant made or used a false statement (oral/written) or 
document in relation to a matter within the jurisdiction of a 
department or agency of the United States; 

(2) The act was done with knowledge that the statement or document was 
false, fictitious, or fraudulent; and 

(3) The act was done knowingly and willfully. 

b. False Claims (18 U.S.C. 287): 

(1) The defendant knowingly and willfully made or presented a claim to 
a Government department or agency; 

(2) The claim was made or presented upon or aga1nst a department or 
agency of the United States; 

(3) The claim was false, fictitious, or fraudulent; and 

(4} The defendant knew the claim was false, fictitious, or fraudulent. 
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c. Conspiracy to Defraud the Government with Respect to Claims (18 u.s.c. 
286): 

(1) An agreement, combination, or conspiracy; 

(2) Involvement of a department or agency of the U.S. Government; 

(3) An overt act; and 

(4) Obtaining or aiding to obtain the payment or allowance of any false, 
fictitious, or fraudulent claim. 

d. Theft of Government Property (18 U.S.C. 641). This includes embezzle­
ment, theft, purloining, conversion, unauthorized disposition of 
Government property, or reception, concealment, or retention of 
Government property. 

(1) Intent; 

(2) Involvement of U.S. property; 

(3) Knowledge of the ownership; and 

(4) A loss to the Government. 

e. Bribery of Public Officials and Witnesses (18 U.S.C. 201): 

(1) The act of directly or indirectly giving, offering, or promising 
to a public official or a person who has been selected to be a 
public official or to a witness a sum of money or thing of value; 
or 

(2) The act by said individuals of directly or indirectly asking, 
demanding, soliciting, securing, receiving, or accepting a sum of 
money or th1ng of value; 

(3) Doing the act ~11lfully and corruptly; and 

(4) Doing the act with the intent to influence or be influenced in 
any official act. 
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Appendix 1 
Page 3 of 6 

(1) Officer or other person charged by act of Congress with safekeeping 
pub 1 i c money; 

(2) Loans, uses, converts to own use, deposits, or exchanges; 

(3) Overt act; and 

(4) Knowledge and intent. 

g. Concealment, Removal, Obliteration, Mutilation, or Destruction 
of Official Documents (18 u.s.c. 2071): 

(1) There must be an actual or attempted concealment, removal, etc.; 

(2) The act must be willful and unlawful; 

(3) There must be intent; and 

(4) The act must involve an official record or document. 

h. Aiding and Abetting (18 U.S.C. 2): 

(1) Affirmative act or association; 

(2) Knowledge (criminal intent); and 

(3) Commission of crime. 

i. Antitrust Violations. Violations of the Sherman Antitrust Act (ts o.s.c. 1): 

(1) The formulation of a contract, combination, agreement, or conspiracy; 

(2) The restraint of trade or commerce among the several States. 
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The following are common bid rigging patterns, violating 15 U.S.C. 1, that agency personnel may be able to recognize: 
(1) Bid Suppression. In "bid suppression" or "bid limiting" schemes, one or several competitors (who would otherwise be expected to bid or who have previously bid) refrain from bidding or withdraw a previously submitted bid so that a competitor's bid will be accepted. In addition, fabricated bid protests may be filed to deny an award to a nonconspirator. 
(2) Complementary Bidding. "Complementary bidding" (also known as 11 protective 11 or "shadow" bidding) occurs when competitors submit token bids that are too high to be accepted (or if competitive in price, then on special tenms that will not be acceptable). Such bids are not intended to secure the buyer's acceptance, but are merely designed to give the appearance of genuine bidding. This enables another competitor's bid to be accepted when the agency requires a minimum of bidders. 

(3} Bid Rotation. In "bid rotation," all vendors participating in the scheme submit bids, but by agreement take turns being the low bidder. A strict bid rotation defies the law of chance and suggests collusion. 

Competitors may also take turns on contracts according to the size of the contract. Many cases of bid rigging have been exposed in which certain vendors or contractors get contracts valued above a certain figure, while others get contracts worth less than that figure. 

Subcontracting 1s another area for attention. If losing bidders or nonbidders frequently receive subcontracts from the successful low bidder, the subcontracts (or supply contracts) may be a reward for submitting a noncompetitive bid or for not bidding at all. 
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(4) Market Division. Market division schemes are agreements to refrain from competing in a designated portion of the market. Competing firms may, for example, allocate specific customers or types of customers so that only one firm submits bids on contracts let by a certain class of potential customers. In return, h1s competitors will not bid on contracts let by the class of customers allocated to him. For example, a vendor of office supplies may agree to bid only on contracts let by certain Federal agencies and refuse to bid on contracts for military bases. 

Allocating territories among competitors is also illegal. This is s1m1lar to the allocation-of-customer scheme, except that geographic areas are divided instead of customers. 

j. Employee Conduct Violations. The following are common conduct violations. Addit1onal lnformation may be obtained by consulting the U.S.C. or the Code of Federal Regulations (CFR) or by conferring with OI. 

(1) Employment of relatives: 5 U.S.C. 3110(b); 5 CFR 310.103. 
(2) Political act1vity: 5 U.S.C. 7324-7327, 18 u.s.c. 602, 603, 607 and 608 (Hatch Act); 5 CFR 4.1, 733.121-124; 40 CFR 3.502{b)(3). 
(3) Gifts to supervisors: 5 u.s.c. 7351; 5 CFR 735.202(d). 

(4) Using public office for private gain: 5 CFR 735.20la(a); 40 CFR 3.103(d)(l). 

(5) Accepting gratuities: 5 CFR 735.202(a); 40 CFR 3.400. 

(6) Outside employment noncompatible with Government duties: 5 CFR 735.203(a); 40 CFR 3.500 et seq. 

(7) Receipt of compensation from private sources for Government service: 18 USC 209; 5 CFR 735.203(b). 

(8) Conflict of interest: 18 U.S.C. 208; 5 CFR 735.204(a)(l); 40 CFR 3, subpart A, appendix A. 
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(9) Gambling on duty; 5 CFR 735.208; 40 CFR 3.104(c). 

(10) Disclosing information classified or confidential: 18 u.s.c. 798; 
50 U.S.C. 783; 18 U.S.C. 1905; 5 CFR 735.210(f). 

(11) Misuse of Government vehicles: 31 U.S.C. 1344 1249; 5 CFR 735.210(h). 

{12) Misuse of franking privileges: 18 u.s.c. 1719; 5 CFR 735.210(1}. 

(13) Giving preferential treatment: 40 CFR 3.103(e)(2). 
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REFERRAL FORM 

l 
14, 1ype or weport. 

lnltul r:::I Supple~~~enul r::I Otner I:I --------
I:,· Aru or cancer~· 

Condyct J::j[ Cr1m1n~l I::[ C1v1l I::[ Adm1n1strat1ve I::::[ 

js. Rehrral Involves. 

EPA EM~loyee I:I Co~tractor :0 Grantee :0 Otner l:I ----

(irantee D -udl t r::J 

Otner Q ---------

Local :0: Re9'0"al :0 Mat lana 1 r::r ~c:11a Interest :0 I 
:0: 0: 

I 
Eaecuttve Interest GAO/Con9resstonal lntere,t 

Otner D 
11. t"A pro~ram Invo I veil: l1.::. ut1matea ~~nu Lnvolvea: 

' I 
!J. Lnro,..,auon on l'erson(SI 1nwo1Ve 

Namt urade Posttlonlfltle ,t.fiiiiiOyer IA<IOreH 

14. Su/1'f,'lary or ~uts: 
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INSTRUCTIONS FOR COMPLETING REFERRAL FORM 

ITEM 1 Self-explanatory. 

ITEM 2 OA should use the audit control number or. if work was done by 
contractor, the audit report number. OI should use the 1nqu1ry/ 
case number. 

ITEM 3 Both OI and OA should include in this number their office 
identifier (OA and 01), division ident1fier, the f1scal year, and 
the sequential number of referrals made that fiscal year (e.g., 
01-MAD-84-04 for 01, Hid-Atlantic Division, Fiscal 1984, fourth 
referral). 

ITEMS Self eKplanatory. 
4-14 

ITEMS Both OA and OI should fill in these items when assistance is 
15-16 required. If referral 1s made for information only. these items 

need not be completed. 

ITEM 17 Indicate whether there are any attachments and the number of them. 

ITEM 18 Identif1es the DIG making the referral. 

ITEM 19 Signature of DIG making the referral. 

The original of this report will be sent to the DIG receiving the referral 
with copies of the referral form only sent to both AIGs. 
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REFERRAL STATUS REPORT 

Referr1ng Short Description of Referral I.D. Date Estimate D1v151on ~o. Referred Status Closeout 
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SECTION 5 

THE ENVIRONMENT 

FOR FRAUD 

SECTION V. Ge,eral Indicators of Fraud and Assessing the Environment 
for Fraud 

Objectives 

This section provides an overview of the general administrative and 

financial conditions conducive to fraud. It also lists and describes 

indicators of weak internal controls and how those weaknesses can be 

abused to co~it fraud. In addition, this section identifies behavior, 

patterns of act1vity, and documents which could ind1cate possible fraud, 

even when strong internal controls appear to be in place. Also presented 

are lists of common fraudulent acts. 

~-1 



A. OPPORTUNITIES FOR FRAUD WAIT FOR 
THE RIGHT ENVIRONMENT 

1. J18ral climate 

2. System of controls 

B. MORAL C LI HATE : DANGER SIGNALS 

1. High personnel turnover 

2. Low employee morale 

3. Documentation not available 

4. Bank reconciliations delayed 

5. Unrealistic job standards 

6. Late reports 

7. Some employees never vacation 

C. INSUFFICIENT INTERNAL CONTROLS 

1. Not separating responsibility for: 

- authorization 

- custodianship 

- recordkeeping 

2. Not limiting access to assets 

3. Not recording transactions 

4. Not executing transactions with proper 
authorf zatf on 

5. lit implementing prescribed controls 
cfie to: 

- lack of personnel 

- unqualified personnel 

r-t 



D. FISCAL/ACCOUNTING CONTROLS: DEFICIENCIES 

1. Fiscal control duties not div1ded 

2. Records not posted in a timely manner 

3. Payment obligations not recorded or 
accumulated 

4. Funds disbursed without reasonable 
verification of progress or product 

5. Disbursements made without proper 
authorization 

6. Obligations and disbursements not tracked 
against budget 

7. Funds expended for ineligible or improper 
items 

8. Recurrent audit findings 

9. Accumulating Federal funds in advance of 
needs 

E. MANAGEMENT CONTROLS: DEFICIENCIES 

1. Poorly designed programs 

2. Lack of plan or targets for accomplishments 

3. Cumbersome, costly or unneeded procedures 

4. Duplication of effort 

5. Inadequately trained staff 

6. Vague work assignments 

7. L~k of internal communication 

--8. ~lure to work within approved schedules 

9. Failure to act on complaints 

10. Inspections not performed or documented 

11. Funding projects outside of approved area 

~-J 



F. DANGER SIGNS 

G. 

H. 

1. lack of cooperation in providing 
records for audit 

2. People living beyond means 

3. Refusing to take vacations 

4. Unreasonable association with 
a contractor 

MORE DANGER SIGNS 

1. Poor financial condition 

2. Poor timekeeping system 

3. Mix in types of contracts 

4. History of past fraud 

5. One or few individuals who 
dani nate management 

6. No internal or external audits 

WHAT ELSE TO CHECK 

1. Personal items paid by company 

2. Overpayment and refund 

3. Padded payroll 

4. Two checks for same invoice 

s. No invoices 

6. lfnusual or large expenditures 

7. Loans to third parties 

8. Sale of assets 



I. COMMON INDICATORS OF FRAUD 

1. Two sets of records 

2. Alteration of documents 

3. Destruction of records 

4. Company provides immediate justification 
for irregular1ties 

5. Employees coached on what to say and 
withhold 

J. MORE COMMON INDICATORS OF FRAUD 

1. Failure to correct system deficiencies 

2. Inconsistent use of overhead accounts 

3. Mistakes always at the Government•s 
cost 

4. Use of photo copy of invoices or 
receipts. not original 

5. Second or third party endorsements on 
company checks 

K. SCHEMES AND DETECTION TECHNIQUES 

1. Altered timecards/erroneous charges 

2. Supervisor posts timecard labor charges 

3. False claims/labor fraud 

4. Fictitious/nonexistent vendors 

5. Increas1ng vendor invoices 

6. r~reasing contract prlce by modificatlons 

7. Theft of materials and supplies 

8. Purchasing better quality items than 
received 



L. MORE SCHEMES AND DETECTION 
TECHiaiUES 

~ 

1. ~innation from bank of balances of 
bank accounts and loans 

2. Confirmation of accounts receivable 

3. Theft or illicit sal~ of fixed assets 

4. Checking of collateral 

5. Splitting purchases 

6. Confirmation of accounts payable 

7. Settling of claims 

8. Premature withdrawals under a letter of 
credit 

M. MORE SCHEMES AND DETECTION 
TECHNIQUES 

1. Theft of inventory 

2. Inventory cut-offs 

3. Questioned costs 

4. Claiming unwarranted costs 

5. Cash-flow analysis (cash generation) 

6. Net worth calculation 

7. Lapping 

a. K1t1ng 



GENERAL INDICATORS OF FRAUD AND ASSESSING THE ENVIRONMENT 
FOR FRAUD (Controls} 

WARNING SIGNAtS OF THE POSSIBLE EXISTENCE OF FRAUD 

1. Highly daafneering senior management and one or more of the following, or 
similar, conditions are present: 

An ineffective board of directors and/or audit committee. 

Indications of management override of significant internal accounting 
controls. 

Compensation or significant stock options tied to reported performance 
or to a specific transaction over which senior management has actual 
or implied control. 

Indications of personal financial difficulties of senior management. 

Proxy contests involving control of the company or senior management's 
continuance, compensation, or status. 

2. Deterioration of quality of earnings evidenced by: 

Decline in the volume or quality of sales (for example, 1ncreased 
credit risk or sales at or below cost). 

Significant changes in business practices. 

Excessive interest by senior management in the earnings per share 
effect of accounting alternatives. 

3. Business conditions that may create unusual pressures: 

Inadequate working capital. 

Little flexibility in debt restrictions such as working capital rat1os 
and limitations on additional borrowings. 

Rapid expansion of a product or business line markedly 1n excess of 
industry averages. 

A~_. investment of the company's resources in an industry noted for 
rapf~~nge, such as a high technology industry. 

4. A complea eorporate structure where the complexity does not appear to be 
warranted by the company's operations or size. 

5. Widely dispersed business locations accompanied by highly decentral1zed 
manageMent with inadequate responsibility reporting system. 

6. Understaffing which appears to require certain employees to work unusual 
hours~ to forgo vacations and/or to put in substantial overtime. 

7. High turnover rate in key financial positions such as treasurer.or 
contro 11 er. 
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GENERAL INDICATORS OF FRAUD AND ASSESSING THE ENVIRON~IENT 

FOR FRAUD (Controls) 

WARNING S~GNALS OF THE POSSIBLE EXISTENCE OF FRAUD 

8. Frequent Change of auditors or legal counsel. 

9. Known material weaknesses in 1nternal control which could practically 
be corrected but remain uncorrected, such as: 

Access to computer equipment or electronic data entry devices is not 
adequately controlled. 

Incompatible duties remain combined. 

10. Material transactions with related parties exist or there are transactions 
that may involve conflicts of interest. 

11. Premature announcements of operating results or future {positive) 
expectations. 

12. Analytical review procedures disclosing significant fluctuations which 
cannot be reasonabley explained, for example: 

Material account balances. 

Financial or operational interrelationships. 

Physical inventory variances. 

Inventory turnover rates. 

13. Large or unusual transactions, particularly at year-end, with material 
effect on earnings. 

14. Unusually large payments in relation to services provided 1n the ord1nary 
course of business by lawyers, consultants, agents, and others (including 
employees). 

15. Diffi~ulty in obtaining audit evidence with respect to: 

Unusual or unexplained entries. 

Inca.,lete or missing documentation and/or authorization. 

Alterlt1ons in documentation or accounts. 

16. In the performance of an examination of financial statements unforeseen 
problems are encountered, for instance: 

Client pressures to complete audit in an unusually short time or 
under difficult conditions. 

Sudden delay situations. 

Evasive or unreasonable responses of management to audit inquiries. 

Y:-1 ·2.. 



GENERAL INDICATORS OF FRAUD AND ASSESSING THE ENVIRONMENT 
FOR FRAUD (Controls) 

COMMON FORMS}IITHODS OF FRAUD AND ABUSE 

Increas1nt the amounts of supplier's 1nvo1ces through collusion. 

Issuing credit for false customer claims and returns. 

Lapping collections on customer's accounts. 

Charging personal purchases to the company through the misuse of purcnase 
orders. 

Using carbon copies of previously used original vouchers, or using a 
properly approved voucher of a prior date by altering the old date. 

Charging customer's accounts by amounts equal to the cash stolen from 
other accounts. 

Failing to make bank deposits daily, or depositing only part of the money. 

Altering dates on deposit slips to cover stealing. 

Causing erroneous footings of cash receipts and disbursement books. 

Seizing and forging checks payable to the company or suppliers. 

Permitting special prices or priviledges to customers, or granting 
business to favored suppliers for Kickbacks. 

Inflating invoices/vouchers/head counts. 

Substituting low quality merchandise while charg1ng pr1ces for high qual1ty 
merchandise. 

Misrepresenting income and/or concealing assets in welfare type cases. 

Employees claiming overtime that was never performed. 

Employees submitting false information on time and attendance reports to 
conceal leave taken. 

""$.-7-3 



EY:hiJ,;/-

GENERAL INDICATORS OF FRAUD AND ASSESSING THE ENVIRONMENT 
FOR FRAUD (Controls) 

COMMON FORMSJ~DS OF FRAUD AND ABUSE (continued) 

Increasing the amounts of supplier's invoices through collus1on. 

Issuing credit for false customer claims and returns. 

Lapping collections on customer's accounts. 

Charging personal purchases to the company through the misuse of purchase 
orders. 

Using carbon copies of previously used original vouchers, or using a 
properly approved voucher of a prior date by altering the old date. 

Charging customer's accounts by amounts equal to the cash stolen from 
other accounts. 

Failing to make bank deposits daily, or depositing only part of the money. 

Altering dates on deposit slips to cover stealing. 

Causing erroneous footings of cash receipts and disbursement books. 

Seizing and forging checks payable to the company or suppliers. 

Permitting special prices or priviledges to customers, or granting 
business to favored suppliers for kickbacks. 

Inflating invoices/vouchers/head counts. 

Substituting low quality merchandise while charging prices for high qual1ty 
merchandise. 

Misrepresenting income and/or concealing assets in welfare type cases. 

Employees claiming overtime that was never performed. 

Employees submitting false information on time and attendance reports to 
conceal laave taken. 



SUMMARY OF SECTION 5. 

Remember 1 a mistake is only a mistake if corrective action is taken. Neglect allowing a pattern to develop is tantamount to intent. 
When performtng routine audits, the auditor should be alert to indicators of fraud. Obviously, he should look into areas where fraudulent activity is most likely to exist. Some conditions conductive to fraudulent activity are: 

a. Inadequate Internal Control. Any contractor with inadequate internal controls may be a prime candidate for fraudulent activity. For example, a small contractor with a limited staff may have the same person performing incompatible functions. Incompatible functions for accounting control purposes are those that place any person 1n a position both to perpetrate and conceal errors and irregularities in the normal course of his duties. 

b. Poor Financial Condition. A contractor in poor financial condition will attempt to find ways to cut or minimize his losses or achieve greater profits. In desperation, the contractor may resort to fraudu­lent activities. 

c. Inadequate Accountin~ Records. Usually a contractor with inadequate accounting records w1ll also have poor internal controls and will be in a poor financial condition. Inadequate accounting records are an effective means of concealing a fraud. 

d. Poor Timekeeping System. A poor timekeeping system is a significant deficiency, not just from the standpoint of possible labor overcharges but from the fact that overhead and G&A expenses are usually applied to labor costs. Errors in timekeeping and labor distributions should not be dismissed lightly. It may be that what appears to be an error was an intentional entry. Erasures and changes made to time cards should be investigated thoroughly. The employee may have properly recorded his time, but management may have changed the charge to their ad vantage 

e. A Mix of Co~ercial, Fixed Price and Cost T~pe Contracts. This has been an important indicator of the possibil1ty of contract m1scharges. Earlier, we said that before a fraud could be committed, opportunit1es had to ed.st. This mix of contract types provides the best "opportu­nity" avaftable. For example, shifting the cost from a commercial or fixed prrte·contract to a cost type contract or shifting costs from a commerc1arco~tract to a fixed pr1ce contract in anticipation of negotiating a higher price on a follow-on procurement is an enticing idea with potential for great rewards. 
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SUMMARY OF SECTION 5 (continued) 

f. A Histo~ Past Frauds. Companies or individuals previously involved 
in frau nt act1vity are more likely to commit a second fraudulent 
act. T~ese individuals have a tendency to be bas1cally dishonest. 

g. Management Dominated bf One or a Few. These ind1viduals exhib1t a 
dominance over the ent re organization. The individual does not have 
to be a member of top management. Their influence is disproport1onate 
to the status of their positions and their principle distingu1shing 
characteristic is the fear they generate. Such individuals usually 
have the power and the inclination to override internal controls. 
These individuals are often described as the company "strong men." 

h. Individuals Living Beyond Their Means. Accounting literature and CPA 
rev1ew courses adv1se auditors to be alert to and aware of individuals 
living beyond their means. If this situation is encountered, the 
auditor should consider a review to determine any unusual transactions 
or occurrences related to functions performed or within the span of 
control of that employee. For example, is the employee in the pur­
chasing department? If so, he could be the recipient of kick-backs, 
etc. Perhaps the employee is responsible for material control and 
has access to high value Government furnished materials. 

i. No Internal or External Audits. The fact that audits are or will be 
conducted is a deterrent to fraudulent acts. The absence of audits 
creates a favorable environment for a fraud and is an indication that 
internal controls and the accounting system may be less than adequate. 



SECTION VI. Case Studies 

Objectives 

SECTION 6 

CASE 

STUDIES 

This section reviews actual referrals made to the OIG Office of 

Investigations from IPA audits that resulted in significant prosecutive 

action. 
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U~i~·firiD .. ~iiiOO, 3 ~xecs 
jailed ill EP 1 fraud case 
By JOHN Ot.f*HY .• 't;f '(,0~ 
Fr• Prtu Sill! Wrlllr • 

I lD the f1nt praeecuUoa or ltl tYPe Ia­
Ule uauoa. a uaca compaay bu beeD ' 
flDed and three of ltl top officers bave 
ben seateDced to pl'lloll for lllbmit·' 
Una more thaD S1.3 milUOD 'Ia falle! 
clalma to the Eaviroameatal ProtecUoa 
Acency for deuup c:a1t1 at a Macomb · 
County tollc dump lite. •' : • ·· · .: 

EDYironmatal Muqemetst Carp.' 
.- {£MANCO) lid three of ltl uecudYII 

(wn lellteaced WedDelday by U.S.~­
.' Dlltrict Jlldae JuUu Cook for mbmlt-
~ Uq fallt dal.ma for PIJDIIDtl tram the 
. EfA'I SUperfiiDII.: • · • .. . 
i · • The Superfund wa a.te~ Ia 1980 

./ ~ PlY for deuiQII 'at 111111e of the 
~\COUiltry'l wora lODe d11111p IIIII ud • 
··'11111 of chelnlcaiiCddeDCL . • . ~·. 
· ;, · •. U.S. Attorney Roy Haya aid tbe 
·_: caftdiaU niUlbld from tile flrlt S. -
·.mr~d proRCUttoDamllle cowiuy. The p-rosecution 'wa5 ... : 

Jolla PerrcoDe, Ill EPA apokamaa, • •r • . • - · • • · ~ 
llid. '1bJJ 11 Ch•· ftnt cue wbm we the fmt of Its type in 
fDWld I CODtr&CW chUUDI tbe lOY• ' th . / try' • ~- · · ;_. ; 
et11JIIellt OD purpoa, raeher tbaD find• e _COUD • -~ ·· t' -~ ·• ,· ~ 
Ina a mulnipt dumper of wuta." · • 

Perrcoae llid Che £MANCO opera~ • ' •· ' . . 
tfon wu uncovered duna1 a routine ciaeradoa operation, eventually de­
EPA audit of the company. · clarecl bankruptcy alter two employes 

EMANCO PRESmENT James C. 
Baraum. 37, of Troy, and Vlce-Presi· 
deatl DIDiei'Toy, 28, of Ml Clemeu. 
llld Gary Domwld, 43, of Olford, 
eadl were ftaecl $5,000 IDd RDteaced 
to serve four mo11thl of oa•year prtJoa 
seateaces. Thty were convicted OcL 2 
after pleadiDIIUilty. 

The company wu flaed SIO,OOO. 
1a 1982. CheEP A hind EMANCO u 

one of four coatractors to cleaa up 
wutaat Uquid Dllpout lac. In Shel· 
by Towuhlp. 

Hayes aid EMANCO and the uec­
utives were clw'Jed with couptracy 
to defraud the U.S. covenuaeat for 
filing fabe claim to Che EPA. WI 
laflaled labor COlli. labor cJwaes for 
work Chat wu aot performed and 
IDflaled COitl for a ldctblct JCheme 
with IUbcoatrletors. 

AccordlDJ to court documents. 
EMANCO uecutives received 125,041 
Ia klckbactl Ia 1982 from a company 
called Wute Add Servtctl for triDJo 
portinl biW'doUI WUtel from the 
lite. 

Anomer 111.355la ldckbackl wu 
recesved by EMANCO Ia 1983. from 
Maes Truckiaa Co. for tr111.1p0nat1D1 
contlmlnated lOti, accordlnl to the 
coun documeatl. Neither of the firma 
tbat paid the klckbacU wu charaed. 
· Llqwd Disposal. a northera Ma· 

were killed In Jaauary 1982 by a 
bydrogea JUlflde leak. • · 

1l!t day alter Che deaths, the ltlte 
ordered the Incinerator cJOied, and 
court ldioa shut doWil Che eatire fac•l­
ity Ia F,tmwy. Ia Aprtl1982. the finn 
wet into Involuntary baaluuptcy. 

Stile offldall declared the site one 
of tbe wont toxic dump alta In Mlcb•· 
1111, llllk1DI It eUiible for Superfund 
cleaaup money. . • : 

More tlwl S3.8 mlWoa - most of 1t 
federal money - bu been spent .to 
packqe and remove the most threat­
ellllll poiloDaat l.lqwd OlJposaJ aad to 
ltUdy possible cleauup measures. : ' 

Former EPA Admlniatrator Anne 
Burton!, who wu ill Detroit oa Tburs­
day promoting ber new book. Slld the 
EPA expected that Superfuad, like 
oCher fecleral programs. would be 
prone to 10me illt1&1 proflteenag ~ 

Burford, wbo ran the EPA from 
·1981 until her resllnllfoa Ia 1983. Slid 
curreat coqres~~oaal proposals to 
more t1w1 qllldruple the moaey avail­
able fOJ toXIc cleaaups - which could 
11ve Superfuad u much u 110 billion 
- would make the proaram even more 
susceptible to lllepl activities. • 

"How do you coDJCientiousJy ~­
IJe that? lt'aa buce ialusion of Dlon­
t'/," Burford SIJd. 

Frtt Prm Sraf!Wrtltr Bob C4mp-



UNITED STATES 
ENVIRONMENTAL PROTECTION AGENCY 

OFFICE OF INSPECTOR GENERAL 
ND"TM!AN DIVISION 

•TH HOOA 
10 WEST JACKSON STRUT 
CHICAGO. ILLINOIS 1010. 

March 30, 1984 

SUBJECT: Audit Report No. PScHJ-05-0226-40836 
Audit of Costs Claimed Under Notice to Proceed 68-95-0023 Environmental Management Corp., Utica, MI 

FROM: The Inspector General 

TO: David J. O'Connor, Head 
Procurement Section H 
Procurement and Contracts Manaqement Division (PM-214F) 

Enclosed are two copies of the subject auc..it report. Please note that the CPA has taken serious exception to the contractor's accounting system and, in addition to questioning costs, has made recommendations on administrative matters. Also, certain incidents identified in this report have been referred to our Office of Investigations. We understand that EPA recently awarded a simi~ar contract to Environmental Management Corp. for $2,000,000. We recom­mend that yay assess EPA's vulnerability on that contract in light of the findings disclosed in this audit report. 

Your office is designated •action office• for this report. Please respond to the Divisional Inspector General for Audits, Northern Division in accordance with the provisions of EPA Order 2750.2A. 

This report is FOR DESIGNATED USE ONLY. The purpose is to provide information for contract negotiations and administration. The information contained in this report is considered to be or1v11eged business information and, as such, is protected from release to the general public by the Freedom of Information Act. 

Should you have any questions concerning this report, please contact Michael Rickey at (312) 353-2486. 

Jlf.;J.-1~~ ~Anthony C. Carrollaf 
For the Inspector General 

Enclosures (2) 

cc: OlGA Internal Audits Division (A-109) 
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Divisional Inspector General for 
Audits Northern Division 

Office of the Inspector General 
U.S. Environmental Protection Agency 
10 West Jackson, Fourth Floor 
Chicago, Illinois 60604 

I have e~amined the costs claimed by the Environmental Management 
Corporation (contractor), under EPA Contract Notice to Proceed No. 68-95-0023. 
This contract covered s1te security, safety and loss abatement at tne Liqu1d 
Disposal, Inc. site in Utica, Michigan. 

Except as set forth in the following paragraph, my examination ~'as made in 
accordance witn the "Standards for Audit of Governmental Organizations, 
Programs, Actfvities, and Functions", revised in 1981 by the Coii!J)troller 
General, and Section II·D of the "Audit Guiae--Emergency Response Actions". 
Accordingly, my audit included such tests of the accounting records and such 
other auditing procedures as 1 considered necessary in the circumstances. 

The purpose of my examination ~as to perform a complete cost-incurred audit 
and prov1de a reconciliation of all elements of cost to the contracting off1cer 
to aid in the defin1t1zation of this Notice to Proceed on a fixed pr,ce bas1s. 
Accordingly, my audit was limited in scope to include only the following: · 

1. Labor and equipment hours and rates. 
2. Materlals purchased and expended. 
3. Types and amounts of wastes transported and disposed of. 
4. Subcontract casts. 
5. Any other costs charged to the Government. 
6. Determine if the rates being charged qualify as established catalog or 

market prices within the definition provided fn 41 CFR 1-3.807-l(Z). 
7. I relied upon EPA Form 1900-55, signed by the On Scene Coordinator, to 

verify that quantities of materials ctnd labor bnted ''ere actually 
delivered at the job site and necessary to the successful comp1etlon 
of the project. 

Since the EPA 1imited the scope of the audit, as noted in the preceding 
paragraph, my opinion is limited to those objectives identified as includable. 
In my op1nion Exhibit A, Schedules I througn VI and the accompanying notes to 
the Schedules present fairly the information contained there1n in accordance 
~~; th the fi nanc i a 1 pro visions of the contract. 



Divisional Inspector General for Audits Northern Division 
Page T~o 

Based on information obtained during my examinatic~. I have also prepared general administrative comments as shown in Exhibit B. 
This report is intended for use in connection u1th the contract to 11hich it re'ers and should not be used for any other purpose. 

St. Loufs, Missouri 
January 20, 1 !)84 

;~~ 
KENf~ETH TOHR 
CERTIFIED PUBLIC ACCOUNTANT 



ENVIRONMENTAL MANAGEMENT CORPORATION 
UTICA, MICHIGAN 

EPA CONTRACT NO. 68-95-0023 

EXHIBIT A 

STATEMENT OF COSTS CLAIFIEO, ACCEPTED, 00£ST!ONED AND SET-ASIDE 
FOA TRE PERIOD JUlY 26,1982 THROUGH SEPTEMBER 15,1982 

Total Costs 
C1aimea J:Cce~tea Ouest1 onia ~et :l:siae Reference 

Labor cost s 26,454.75 $ $26,454.75 s Schedule I 

Equipment cost 19,046.27 395.00 4,773.39 13,877.88 Schedule I I 

Ma terfal s cost 5,956.01 1 ,423.99 4,532.02 Schedule IlL 

Subcontractor 
cost 18,683.04 13,773.54 4,909.50 Schedule IV 

Disposal cost 174,804.00 119,246.10 55 2557.90 Schedule V 

Total $244,944.07 $134,838.63 $96,227.56 $13,877.88 

=·········· ••••••••••• • ••••••••• ·······-· 



4 C/»lf)o:j./J ;;:;11. fLU t.JJ.mn 
lllmbt1m. J. J th<So~.vJ 

(NV IRON.IENT AL MANAGEMENT CORPORATION SCHEL'll 
UT It~ AICRIGAii 

~ EPA CONTRRf liD. 58-gS-0023 
I LIQUID DISPO~. INC. SIT[ - 0TIC~ 1 MICHIGAN 

[d!JI fOST ~ 
I 

Labor Hours Labor Rates Labor Costs Total Labor Costs ~ 
(Note 1 J (Note 2 J 

!U! Billed Paid Billed Paid Billed Accepted Set Astde Questioned Refc -
Ja.es Barnu• Superintendent Straight 121.00 $~00 $25.00 $ :;t.oo s 3,025.00 s s s 3,025.00 Nt 

-Gvertt• 15.50 37.50 581.25 581.25 Nt, 
Travel 19.00 25.00 475.00 475.00 Nt 

Dan Toy Fore•n Straight 160.00 *·00 21.00 *:~ 3,360.00 ),360.00 Nc 
overtt.e 22.00 31.50 693.00 693.00 Nt 
Travel 24.00 21.00 504.00 504.00 Nt 

Gary OGMnst I Technlctan Straight 107.00 *·00 18.00 ~.00 1,926.00 1,926.00 Nc 
Overt I• 16.50 27.00 445.50 445.50 Nt .; Trnel 15.00 18.00 270.00 270.00 Nt 

~ Dat"f'e-ll Operator Straight 94.00 *-00 18.00 ::t(.oo 1,692.00 1,692.00 Nc 
Over-tt• 10.00 27.00 270.00 270.00 Nt 
Travel 16.00 18.00 288.00 288.00 Nt 

l(rlllrt- Operator Straight 40.75 ·f ~ 18.00 j._ 733.50 733.50 No 
Overtt• 6.00 27.00 *· 162.00 162.00 No 
Travel 8.00 18.00 144.00 144.00 No 

W)1lert- laborer Straitt 4.00 ;t .o· 15.00 't.OO 60.00 60.00 No Trave 1.00 15.00 15.00 15.00 No 
Robert Operator Straight 191.50 *0 18.00 ~- 3,447.00 3,447.00 No Overtt.e 26.00 ~ 27.00 * : .. 702.00 702.00 X Travel 25.00 18.00 450.00 450.00 
Robert Fore.an Straight 4.00 t-.o 21.00 ~.00 84.00 84.00 No Travel 1.00 21.00 21.00 21.00 No 
Ed Technician Straight 24.00 18.00 432.00 432.00 No Overt i.e 4.50 27.00 121.50 121. ~0 JIOI Travel 5.00 18.00 90.00 90.00 NOI 
Doug Laborer Straight 69.50 * 15.00 ~ 1 ,042.50 1,042.50 Not 

Overtime 11.50 ~- 22.50 )(. 258.75 258.75 Not Travel 12. lJO 15.00 180.00 160.00 Not 
Dan Laborer Strat ght 16.00 15.00 240.00 240.00 Not Overt I me 3.50 22.50 78.75 18.15 llot lrone I 2. ()() 15 ()() 30 00 1(1 110 lin I 



Larry Laborer 

Edward Operator 

ts 
t Donna Clerk 
~ 
• U'l 

Totals • 

ENVIRONMENTAL MANAGEMENT COIIPORATlON 
UftCA. AICHIGAN 

EPA CONTRACT NO. 68-95-0021 
LIQUID DISPOSAL, INt. SIT[ - OfltX. MICHIGAN 

LABOR cosT 

labor Hours labor Rates labor Costs 
(Note 1 J (Note 2) 

.!U! Btl led Paid B111ed Paid B111ed 

Stratght 24.00 s * 15.00 ' *·00 ' 360.00 
Overtt• 6.00 22.50 135.00 Travel 3.00 15.00 45.00 

Stratght 8.00 18.00 144.00 overtt.e 2.50 27.00 67.50 Travel 1.00 18.00 18.00 

236.00 ~ 12.00 t 3.216.00 Stratght 
Overtt• 33.00 :~ 18.50 647.50 

$26.454.75 ····-···· 

Total Labor Costs 

Accepted Set Aside questfoned 

s s s 360.00 
135.00 
45.00 

144.00 
67.50 
18.00 

3,216.00 
647.50 

s ' $26.454.75 . ........ •••••••••• -········ 

::»(HEDI.Lt 
( cont 1 nut 

Referenc· 

Note l 
t· ,te 4 
h •te 5 

Note 6 
Note 6 
Note 5 

Note l 
Note 4 



NOTE 1: GENERAL 

ENVIRONMENTAL MANAGEMENT CORPORATION 
OTttA, MICHIGAN 

EPA CONTRACT NO. 68-95-0023 LIQUID DISPOSAL, INC. - UTicA, MICHIGAN 

NOTES TO SCHEDULE I 

The hours billed agree 100 percent to the hours recorded on EPA Form 1~00-55, and approved by the EPA On-Scene Coordinator· (OSCl. Based upon his certification of the quantities and his approval of the contractor's final invoice with related costs, I would normally set aside the straight time hourly costs in excess of the rates actually paid pending EPA rate negotiations. However, because of folloW1ng problems and others pointed out in other sections of this report, I am compelled to question essentially all costs. Some costs are certainly allowable because the task was completed; but I am unable, with a sufficient degree of certainty, to attest to either the reasonableness or absolute accuracy of the services or materials rendered. 
My examination revealed what I believe to be serious billing problems on this contract. I have noted several instances where various employees have billed labor time for on site work and they have also been b.illed as part of a disposal rate for driving waste hauling vehicles. I have also noted two instances where employees have supposedly been driving ~aste hauling vehicles on this contract and at the same time their daily project report and "other client" invoices indicate they uere else\Jhere. 

The contractor has been billing a standard rate per gallon (~1h1ch includes labor) for hauling waste to each of two disposal sites. The standard labor hours included in calculating a round trip from the waste site to the Chem-Met disposal facility is 11 1/2 hours and to the Waste Acid facility is 9 hours. I have discovered instances of employees charging 10 hours of on-site labor and also charging for driving one or more loads to the disposal facility--this is a physical impossibililiey. 

In one instance an employee charged 9 hours as foreman 'mile the disposal manifests indicate he drove 3 separate loads to the waste facilities. The 9 hours as foreman plus the 29 1/2 standard hours charged for disposal driving indicates this person must have worked a 38 1/2 hour day or else there \liS a defect in the pricing detel"'lination. 

The problem of excessive cost for disposal will be discussed in more detail fn a later section of thfs report and fs included here only to reinforce my opinion that a serious problem exists with th1s contract and that I do not have the utmost confidence in either the contractor•s records or the certifications by the OSC. 

i!- Lf -6-



NOTES TO SCHEDULE I (continued) 

As a result of this s1tuation, I could not verify all hours 
worked or billed. I can only attest that the labor hours on the 
1900-55 forms agree \lith the fi na 1 invoice and that the OSC s, gned 
both. 

NOTE 2: LABOR PAID 

This amount represents application of the hourly rate paid to the 
hours billed. 

NOTE 3: HOURLY RATES $18,946.00 

This fs a relatively new company with little established cost 
history, and the contractor was unable to provide documentation 
regarding the development of the labor rates charged. I was informed 
by the contractor that the hourly rates were determined in an 
"infonnal .. manner, based upon the owners• prior experiences as 
employees of other companies providing similar services. 

The contractor•s labor accounting system was totally inadequate 
to record hours wor~ed on this contract. No time cards were available 
for the following employees: 

James Barnum 
Dan Toy 
Gary Domanski 
Darrell 
Ed 
Dan 
Ed 
Lawrence· 

The contractor claimed that independent time records uere not 
necessary since all hours worked were documented on a daily bas1s oy a 
Personnel Entry and Exit Log maintained at the job site. I was unable 
to review the log because a copy was not retained by the contractor at 
his place of business. Furthermore, the original log, according to 
the contractor, had been ulost by the EPAu. Also, there were~ 
payroll records for Ed , Dan and Edward 

Article VI- Consideration and Payment of this contract requires: 

A. ••The number of hours for which the Government wi 11 reimburse 
the Contractor shall include only the time of employees 
whose services are applied directly to the work specified 
herein. The Contractor shall maintain time and labor 
distribution records for all such employees to substantiate 
the number hours for wh1ch the Contractor claims 
refmbursement. These records shall be maintained for each 
employee providing services hereunder and shall document the 
time worked during the period of performance of the work 
specified above ... 



NOTES TO SCHEDUlE I (continued) 

The contractor's rates are stated on a price list. However, I do 
not feel at this point in time the contractor's price list is 
acceptable as a bona fide catalog price list. There are not 
substantial sales to commercial customers who meet the test of the 
general public. Furthermore, the condltion of the contractor's 
accounting records would prohibit me from approving their rates. 

I noted, however, that labor rates charged to EPA agreed "rlithout 
except1on to rates per the contractor's "Hazardous Material, Sp1ll 
Clean-Up Services Price List" (Appendix A) included in his source list 
application. 

In order to assist the contracting officer to definitize the 
contract, I have provided a schedule (See Attachment 1 to Schedule l) 
indicating the labor rates charged by the contractor for the same 
service to other customers. ~ review indicated that rates charged to 
EPA were either comparable or more favorable than those charged to 
other clients except for overtime charges for laborers. 

The variation between the rates paid as opposed to the rates 
billed would ostensibly cover allocable overhead and profit. However 
the increases range from 275 percent to 500 percent. I believe these 
rates to be excessive and refer the negotiator to the overhead 
aMalysis (Schedule VI) for assistance in negot1at1ng a reasonable 
overhead rate and profit. 

As previously stated, I normally set aside all hourly labor costs 
pending a definitized hourly labor rate. In this case. however, I am 
compelled to question all costs due to poor, non-existent or 
conflicting documentation. 

NOTE 4: OVERTIME PREMIUM $3,895.00 

It is EPA•s policy to allow overtime premium when the overtime 
hours billed are hours worked in excess of eight hours at one site and 
the overtime premium has been paid to the employee. 

Based on ~ review of the form 1900-SS•s. it appeared that 
overtime costs billed to EPA were for bona fide overtime hours. 1 
could not, ho\lever, verify that overtime was paid to all employees. 

There were no time records for Larry and Darrel 
• The payroll register fndicated that overtime haa been paid 

to these employees, but due to the lack of time records, I could not 
confirm that overtime paid was directly related to this contract. I 
have, therefore, Questioned overtime costs associated with these 
employees. 

The owners, James Barnum, Dan Toy, and Gary Domanski, are 
salaried employees. These employees were not paid any overtime. ! 

'it ·'I -8-



NOTES TO SCHEDULE I (continued) 

was advised by the contractor that salaried employees were at least 
partially, if not wholly, compensated in time off for overtime hour~ 
\/Orked. I could not verify his statement because there is no system 
of recording and controlling compensatory time earned and taken. 
Accordingly, the overtime costs are questio~~~. 

Because of the poor, non-existent or conflicting records, t am 
compelled to question all overt1me costs. Several overt1me amounts 
are questioned under other "notes". 

NOTE 5: TRAVEL COSTS $2,530.00 

The contractor charged one hour per day per employee to cover 
travel time back and forth to the site. Thfs is not a usual practice 
of EPA, nor does the contractor charge travel time to all his 
clients. Furthermore, I could not verify that all travel costs had 
been paid to the contractor's employees due to the lack of timekeeping 
and payroll records. Accordingly, all travel costs billed to the EPA 
are Questioned. 

NOTE 6: UNSUPPORTED COSTS $1 ,083.75 

The contractor did not have ~yroll records for three employees. 
I could not, therefore, confirmat these employees had been paid. 
Two of these employees, Dan and Edward in the words of 
the contractor were 11 pai d through Bob _ · ~ check". The 
contractor admitted this method of payment was improper but stated 
that these employees ~~ere temporary help and he "did not want to go 
through the work of putt1 ng them on the payroll". 

Ed 11as paid through the company's operating account. 
Evidence exists to support the fact that this employee was paid an 
amount of money; however, from the contractor's records, I could not 
determine if the money he was paid was compensation for time worked on 
this contract. 

[ have questioned all labor costs associated with these 
employees. MY calculat1on of questioned costs is as follows: 

Employee 

Ed. 

Dan 

Straight time 
Overt1me 

Stra 1 ght t1rne 
Overtime 

Vl:i! -9-

Costs Questioned 

s 432.00 
121.50 

240.00 
78.75 



NOTES TO SCHEDULE I (continued) 

EmJ!loyee 

Edward · 
Straight time 
Overtime 

Total Questioned 

NOTE 7: MATH ERROR 

Labor costs for Donna detailed below: 

Hours x !ll! 

Costs Questioned 

144.00 
67.50 

$1,083.75 
:s••••a .. a 

S4~1. oo• 
\~re inaccurately extended as 

~abor Cost Cost • Cost Claimed Questioned 
Straight 
Time 

Overtime 
236 x $12.00/hr • $2,832.00 $3,216.00 $384.00 33 x 18.50/hr • 610.50 647.50 37.00 SJ,442.50 13,863.50 $421.00 ......... ......... . ..... . 

*This amount included fn total costs questioned under Note 3. 

jl.-'1 -10-



Superintendent 
Straight time 
Overtime 
Travel time 

Foreman 
Straight time 
Overtime 
Travel time 

Technician 
S tr a i gh t time 
Overtime 
Travel time 

Opera tor 
Straight time 
Overtime 
Travel time 

Laborer 
Stra1 ght time 
Overt1me 
Travel time 

Clerk 
Straight t1me 
Overtime 

ATTACHMENT 1 TO SCHEDULE 
ENVIRONMENTAL MANAGEMENT CORPORATfON 

UTicA, MICH 1 GAt~ 
EPA CONTRACT NO. 68-95-0023 lABOR RAtE COMPARISON 

ROORLY LABOR RATES 

Hourll Rates Charged To C out Ford L iiiil General EPA Guard ~:otor Co. Technic1an Motors -
$25.00 $25.00 s s $ 37.50 37.50 
25.00 

21.00 21.00 21.00 Zl.OO 21 .00 31.50 31.50 31.50 31. so 21.00 

18.00 18.00 18.00 
2.7.00 27.00 27.00 
18.00 

18.00 18.00 18.00 18.00 
27.00 27.00 27.00 
18.00 

15.00 15.00 15.00 15.00 15.00 
22.50 21.00/22.00* 
15.00 

, 2.00 
18.50 

wQvertime for this category was billed at $21.00/hour on an invoice dated 1982 and $22.00/hour on an invoice dated September 30, 1982. August 16, 



Type of Equfp!ent 

3,000 gal. vacuu. truck I driver 
6,600 911. vacuu. truck no. 1 & driver 

l::l 6,600 gal. vacuu. truck no. 2 & drtver 
8,000 gal. vaccu. truck & driver • Operations vehicle .c: Staff autos no. 1 I 2 
Fiberglass boat 

I Scott atr pack _. 
N Bto back I 

Eye WISh 
100 ft boo. 
50 ft boa. 
St.te truck & drtver 
Contractor bfl1tng error 

Tohl 

ENVIRONMENTAL MANAGEMENT CORPORATION 
UTICA AJCRICAN 

EPA CIJITAACf No. 68-95-0023 
LIQUID DJ!POSAlt Ut. SITE -UTICA, MICHIGAN 

QUIPMENT cost 

No. of 
Oays/Hrs. Cost per Costs 
Billed Dal/Hrs. tlah•eCI Acce2teCI guesdonea 

129.00 hrs. 558.00/hr. ' 7,482.00 s $ 957.00 
19.25 hrs. 80.25/hr. 1,544.81 662.06 
4.55 hrs. 80.25/hr. 365. 14 365.14 

27 .so hrs. 58.00/hr. 1.595.00 1.038.40 
133.00 hrs. 9.66/hr. 1,284.78 225.00 1,059. 78 
164.50 hrs. 5.25/hr. 861.01 170.00 691.01 
13 d_,s 12.00/day 156.00 
26 days 50.00/day 1.300.00 
47 dQ'S 50.00/d.,y 2,350.00 
26 days 5.00/day 130.00 

1 day 60.00/day 60.00 
12 days 90.00/day 1,080.00 
16.50 hrs. 50.60/hr. 834.90 

2.63 
$19,046.27 $395.00 14.173.39 
•••••••••• ••••••• ••••••••• 

SCH£DULE II 

Sit AsiCie References 

s 6,&25.00 Note 2 
882.75 Note l 

Note l 
556.60 Note 4 

tlote 5 
Note 6 

156.00 
1.300.00 Note 1 
2,350.00 Note 7 

130.00 
60.00 

1,080.00 
834.90 

2.63 
113.871.88 
• ••••••••• 



NOTE 1 : GENERAL 

ENVIRONMENTAL MANAGEMENT CORPORATION 
Of teA, RtcR IGAN 

EPA CONTRACT NO. 68-95-0023 

NOTES TO SCHEDULE II 

SCHEOULE II 

Quantities billed agree to the quantities recorded on EPA Form 
1900-55. The contractor d1d not retain a~ equipment logs ~r other 
data by \lhfch I could confirm the data on the 1~00-55 forms on an 
independent basis. I noted several instances of equipment being 
charged for and aeknowl edged on the 1900-55 forms such as tankers 
being used for hauling hazardous materials. but there is no recora 
(manifest) of these vehicles ever reaching the disposal site or making 
a materials dump. This will be discussed 1n a later note. 

! was ;nformed by the contractor that rates for a11 equipment 
were established in an informal manner as equipment became necessary 
at the job site. The contractor has no calculations to support his 
rates. Therefore. I have no basis for measuring the reasonableness of 
these costs and accordingly, they have been set aside except where 
costs uere questioned for specific reasons. 

The contractor's rates are based on a price list submitted to 
EPA. It is my opinion that the price list does not qualify as a bona 
fide catalog price list. 

In order to assist the contracting officer to definitize this 
contract. I have provided information regarding equipment rates 
charged to other customers for similar services. See Attachment 1 to 
Schedule II. 

From the information provided tn Attachment 1 to Schedule II. I 
noted that other customers had been charged a more favorable rate than 
the EPA fer an operations vehicle and an 8,000 gallon tanker. I have 
questioned the difference fn rates for these items in the respective 
Notes. 

NOTE 2: 3.000 GALLON TANKER AND DRIVER $957.00 

Contractor billed for 16 1/2 hours of usage on this vehicle for 
July 26 and 28. I analyzed the manifests from the disposal site and 
no materials were disposed of on these dates. 

NOTE 3: 6,600 GALLON VACUUM TANkER AND DRIVER Sl .027.20 

Contractor billed for 12 3/4 hours of usage on two vehicles for 
July 26 and 28. I analyzed the manifests from the disposal site and 
no materials were disposed of on these dates. 



NOTES TO SCHEOULE II (continued) 

NOTE 4: 8,000 GALLON TANKER ANO DRIVER Sl ,038.40 

Contractor billed for 16 l/2 hours of usage on this ~ehicle for 
July 26 and ZS. I analyzed the manifests from the disposal site and 
no materials were disposed of on these dates. 

The contractor also charged an incorrect nouly rate of $58.00. 
His published rate is $50.60 resulting in an overcharge of $81.40 for 
those hours not already questioned in total. 

NOTE 5: OPERATIONS VEHICLE $1,059.78 

The "operations11 vehicle was in fact Mr. Domanski 1 S pick up truck. 
which he uses for commuting and which he said he also drove to the 
uaste site and "ran errands in. u I believe the rate he billed for 
th1s vehicle is excessive not only because he charged the EPA more 
than either the Coast Guard or Ford Motor Co. (Attac~ent 1 to 
Schedule II). but also because a mileage allowance would be more 
reflective of the value given and received. 

Hourly rate charged to EPA 
Less: Hourly rate charged 

to other customers 
Difference in rate 
Hours charged to EPA 

Costs Questioned 

$ 9.66/hr. 

5 .25/hr. 
S 4.41/hr. 

X 133 
SS86.53 
••••••• 

The operations vehicle was billed to the EPA for 15 days. I 
estimate that 75 miles a day should be a reasonable allowance for a 
round trip from the office to the site taking into consideration that 
some errands needed to be run. My calculation for this part of the 
cost questioned is as follows: 

S 75 mile daily allowance 
x 15 days 

1.125 miles 
x .20 per m11e reimbursement 
S zzS. allowable cost 
•••••• 

Total cost claimed 
Less rate variance 

Less: 
Acceptable mileage allo\lance 

Unreasonable cost questioned 

n-4 -14-

$1 ,284. 78 
586.53 

$ 6b8.25 

225.00 s 473.25 
••••••••• 



NOTES TO SCHEDULE I! (continued) 

Cost Questioned: 
Rate varia nee 
Unreasonable rental 

Cost Questioned 

NCTE 6: STAFF AUTOMOBILES 

s 586.53 
473.25 

$1.05~. 78 ······-= 
$691.01 

This represents a charge for the personal automobiles of two of 
the owners--neither car was owned by the contractor at the time of 
this contract. The automobiles ~ere purchased by the corporation from 
the employee owners after this contract was campleted. 

In my opinion, the maximum al1ouable expense for use of these 
automobiles should be a simple m11eage allowance to travel from the 
office to the site and return. Fifty miles is more than adequate for 

a round trip. The cost questioned 1s calculated as follows: 

17 days usage charged 
x 50 miles 

8So miles 
xS .20 per mile 
1170.00 allowable 
691.01 unreasonable rental (questioned) 

$861.01 Total Claimed 
••••••• 

NOTE 7: SAFETY EQUIPMENT 

I did not question any cost in this category; however. I want to 
point out that on a daily basis on the 1900-55 forms the contractor 
bOled $100 a day for each of 2 "Bio-Packs" and 1 "Scott Air Pack ... 
By the end of the contract he had decided that this was excessive and 
adjusted his final invoice to reflect only 1/2 the amount he had 
charged on the daily 1900-55 forms. 

The original b1111ng vas $7,150.00 and the final adjusted invoice 
was for $3,650.00. According to the information available to us this 
equipment cast $2,0~2.00. 

I think this is a further 1nd1cat1on of the relative 1ack of 
adm1n1strat1ve and financial control dur1ng the performance of this 
contract. 



Equipment 

Scott Air Pack 
Bio Pack 
Portable Eye Wash 
14' Boat 
Operations Vehicle 
StaKe Truck/driver 
3 ,ooo gal. vae 
truck/driver 

6,600 gal. vac 
truck/driver 

8 , 000 ga 1 . tank 
truck/driver 

Staff Auto 
100 ft. boom 
150 ft. boom 

ATTACHMENT 1 TO SCHEDULE Il 

ENVIRONMENTAL MANAGEMENT CORP. 
UTICA. t1!CH IGAN 

EPA CONTRAcT NO. 68-95-0023 
EQUIPMENT coST cOMPARISON 

Rates Charged to 
Coast Ford Lamb ~eneral 

EPA Guard Motor Co. Techn1cfan Motors 

SSO.OO, day S1 20 .00/day 
50.00/day 

5 .00/day 
12.00/day 
~.cb/hr. $ 5.25/hr. 5.25/hr. S 9.6&/hr. 

50.60/hr. 

58.00/hr. 58.00/hr. 58.00/hr. 58.00/hr. $58.00/hr. 

80.2~thr. 80.:!>/hr. 80.25/ht•, 80.25/hr, 

58.00/hr. 50.60/hr. 50.60/hr. 
5.25/hr. 

60.00/day 60.00/day 
90.00/day 

~""" -16-



UNITED STATES DISTRICT COURT 
EASTERN DISTRICT OF IJICBIGAN 

SOUTHERN DIVISION 

UNITED STATES OF MERICA, 

Plaintiff, 

vs. 

JAMES CHARLES BARNUM I 
DANIEL LEE TOY I 

GARY HENRY DOMANSKI I 

ENMANCO CORPORATION, a/k/a 
Environmental Management 
Corporation, 

Defendants. 

CRIMINAL NO. 85-80596 

HONORABLE JULIAN COOK 

GOVERNMENT'S SENTENCING MEMORANDUM 

NOW COMES the United States of America, by and 

its attorneys, Roy c. Bayes, United States Attorney, and 

James L. McCarthy, Assistant United States Attorney, both for 
the Eastern District of Michigan, southern Division and 
submits this memorandum pursuant to Rule 32(a)(l) of the 

Federal Rules of Criminal Procedure. 

The purpose of this memorandum is to highlight pertinent 
information concerning the defendants' conduct in order to 

provide information appropriate to the imposition of sen­

tence. Because this case has been resolved by means of pleas 
of guilty rather than by trial, copies of reports, analyses 

and other documents have been attached to this memorandum for th' purpose of giving the sentencing court a complete version 
of the government'• version of the facta of this caae. T.be 
attached records also allow the court to review the formula 

E,·S-l 



used by the government to determine the estimated loss of 
approx1mately $146,988.45. 

• In an attempt to make punishment commensurate with the 
offense, the trial judge may consider a broad range of 
information concerning the defendant. 18 u.s.c. 13537 
provides: 

No limitations shall be placed on the information concerning the background, character and conduct of the person convicted of an offense which a court of the United States may receive and consider for the purpose of imposing an appropriate sentence. 
In determining the sentence, the court, within its 

discretion, may properly assess the possibility of rehabili­
tation, the societal interest in retribution, and the poten­
tial, individual and general deterrent effect of its 
sentence. The history and philosophy of sentencing is that, 
"the punishment should fit the offender and not merely the 
crime." Williams v. New York, 337 u.s. 241, 247 (1949). 

Government's Version Of Facts 
In May 1981 defendants Barnum, Domanski, and Toy origi­

nally approached James Bentley, owner of Bentley Oil, Taylor, 
Michigan to form a new company to secure EPA government 
contracts to clean up hazardous waste sites. The company was 
named Environmental Management Corporation with the partner­
ship divided between Bentley (30%), Domanski (30%), Barnum 
(30%), and Toy (10%). Since neither Barnum, Toy, nor Domanski 
had sufficient money or equipment, Bentley put approximately 
$80,000 of his own money into the initial investment. 

Ef:s 2 



Unbeknownst to Bentley, Barnum, Domanski, and Toy aecured the 
services of another attorney and reincorporated under the 
name ENMANCO (Environmental Management Corporation), e&fec­
tive July 26, 1982. Domanski and Toy were Vice Pre•i4enta 
and Barnum was President. (See A-4). On this same date 
Barnum, as Enmanco's President, signed EPA Notice to Proceed 
Contract No. 68-95-0023 to initiate a Superfund Emergency 
Response cleanup action on the Liquid Diapoaal, Inc. (LDI) 
site in Utica, Michigan. It should be noted that its 1983 
Annual Report filed with the State of Michigan shows that 
Enmanco Corp. was then an inactive corporation. (See Al, A2 
& A3 attached). 

Enmanco's scope of work included stabilizing the levels 
of the incinerator pit and scrubber lagoon, pumping and 
storing PCB contaminated oil, and alarming and securing the 
LDI site. The cleanup was completed on September 15, 1982, 
at which time Enmanco submitted to the EPA invoice No. 06601 
in the amount of $212,175.69. 

During the progress of the LDI cleanup, Enmanco subcon­
tracted Waste Acid Services (W.A.S.), Detroit, Michigan, to 
transport and dispose of hazardous waste water from the LDI 
incinerator pit. During the progress of the LDI cleanup, 
Barnum telephonically contacted Gerry Groves, W.A.S. Presi­
dent, around August 23, 1982 to see if W.A.S. could handle 
the 1,000,000 gallon incinerator pit job. Groves originally 
quoted between $.07 and $0.08 a gallon to Enmanco for trans­
portation and disposal of the incinerator pit water. W.A.S. 



personnel and trucks began hauling and disposal operations on 
August 25, 1982 at the LDI site. 

Toy as Operation's Manager supervised the loadin9~f all 
W.A.S. trucks sending Groves and other W.A.S. employees to 
the Enmanco trailer to sign the paperwork including the Waste 
Disposal Manifests (Manifests) certifying gallons transport­
ed. By midmorning Toy approached Groves midway between the 
Enmanco trailer and incinerator pit. Toy told Groves that 

• 
Groves must charge $.25 per gallon instead of the $.07 to 
$.08 per gallon as previously discussed. Toy explained to 
Groves that he would now get approximately $.11 per gallon 
and would receive an invoice from Enmanco for their "commis-
sion" on the deal. Both Toy and Domanski hand carried the 
three false invoices with supporting work sheets to Groves at 
W.A.S. Groves had check No. 106063 dated September 16, 1982 

in the amount of $25,041.25 made payable to Enmanco. (See 
B-1 to B-19). 

During their last day on the LDI site, W.A.S. hauled 
three empty tanker truck loads which were manifested as full 
loads by Enmanco on the waste disposal manifests. Groves 
himself transported the first empty tanker load of 9,500 

gallons. W.A.S. drivers Mark Groves and Gary Kulchar each 
transported an empty 8,000 gallon tanker truck load manifest­
ed as full by Enmanco. When Groves returned to the LDI site 
"mad as hell" and confronted Toy about the empty loads, Toy 
responded that the incinerator pit was getting low and ve 
(Enmanco) won't make our day. Later that evening at LDI1 
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Groves confronted Barnum about the empty loads . Barnum 
walked away from Groves responding, "I don't want to hear 
it." 

On June 18, 1984, Barnum, Domanski, and Toy met with 
Groves for lunch in an effort to keep the conspiracy from 
being discovered. They instructed Groves that they must keep 
their stories straight about the $25,041.25 check, false 
invoices, and empty loads. 

During this time period, Enmanco employees were also 
transporting incinerator pit water to W.A.S. for disposal in 
Enmanco trucks. During loading operations Enmanco employees 
Douglas Duynslager, Robert Bobrowski, and Darrel Van Tassel 
were instructed by Toy when to pump Enmanco trucks half full. 

Toy would stand midway between the Enmanco trailer and 
the incinerator pit giving hand signals specifying half empty 
loads for the trucks being filled. The paperwork including 
waste disposal manifests for these partial loads were pre­
pared by Domanski. Wyman Johnston, Enmanco driver, trans­
ported several partial loads to W.A.S. declaring only enough 
liquid was pumped into his truck to keep the front wheels 
down. Johnston estimated that Enmanco falsely manifested 
100,000 gallons of hazardous waste that vas never hauled. Be 
heard Toy and Domanski bragging how they had ripped off the 
government. (See C-1 to C-3). 

During the 1982 cleanup by Enmanco, Domanski prepared 
daily the EPA Form 1900-SS's which were supposed to reflect 
specific services rendered and costs incurred by Enmanco in 
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connection with the hazardous waste cleanup of the LDI site. 
These 1900-SSs were false because the waste disposal aani-

• • fests, actual number of gallons d1sposed of, and the 825,041.25 
kickback from W.A.S. were included on them in support of 
Enmanco's final invoice to u.s. EPA. Enmanco billed the 
government $.28 per gallon for the 278,700 gallons disposed 
of at W.A.S. 

In addition, Barnum, Toy, and Domanski submitted false 
labor charges on the 1900-SS's and on the invoice to EPA for 
costs incurred by Enmanco on the LDI site. The labor costs 
were false because many of the services which were billed to 
EPA were also billed to others customers of Enmanco for the 
same employees working at the same time, and because the 
hourly labor rate listed on the form 1900-SS's for the 
employees was much higher than the amounts the employees 
actually received. Wyman "Jack" Johnston, Larry R. Nelson, 
Darrel Van Tassel, and Robert Bobrowski were Enmanco employ­
ees with services billed to LDI and other customers simulta-
neously. Not only did Enmanco employees receive substandard 
wages, but Barnum, Domanski, and Toy did not provide health 
care insurance, paid holidays, or other fringe benefits as 
claimed in the hourly labor rates. (See D-1 to D-60). 
Enmanco refused to allow its employees to don new paper 
protective suits daily or to change the cartridges in the 
respirators as needed when in contact with the hazardous 
waste. 
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When Enmanco was awarded the second Notice to Proceed 
Contract No. 68-95-0026 on April 22, 1983 through october 22, 
1983 for a second "Superfund" cleanup at the LDI •ite,. 
Barnum, Toy, and Domanski continued the conspiracy to defraud 
the government in the same manner as during contract No. 
68-95-0023. The scope of the second cleanup was much greater 
involving the transportation and disposal of liquid waste 
from the LDI ponds, removal of contaminated •ludge and the 
final capping of the LDI scrubber lagoon and incinerator pit 
w1th clay. During the period of this second LDI cleanup, 
Barnum, Toy, and Domanski hired Maes Trucking to transport 
sludge from LDI to Wayne Disposal. When Enmanco obtained a 
source of free clay, they directed Maes Trucking to transport 
the clay to the LDI site. Darwin Maes quoted a $1.00 a yard 
price transportation cost to Enmanco for the clay. Barnum, 
Toy, and Domanski directed Maes to bill Enmanco $2.00 a yard 
transportation cost and kickback $1.00 per yard to Enmanco. 
Barnum, Toy, and Domanski received a total of $11,355.00 from 
Maes Trucking as part of this kickback scheme. (See E-1 to 
E-28). 

Barnum, Toy, and Domanski continued to submit false 
labor charges on 1900-55's and invoices to the government in 
the same manner as the first LDI contract. Darrell Van 
Tassel, James Barnum, Paul Bourdeau, Robert Bobrowski, Ron 
~endall, Toy, and J. Bruflodt were Enmanco employees whose 
time was being billed to other customers and EPA siaultane­
ously. Again, Barnum, Toy, and Domanski inflated the h~urly 
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labor rate on the 1900-55's for their employees ignoring the 
Service·Act stipulations accompanying both contracts. (See 
F-1 to F-72). 

On one occasion Enmanco employee Gary Holleran DOticed 
aome 1900-55's which Domanski had prepared in the Enmanco 
trailer claiming $18.00 and $25.00 an hour labor charges. 
Holleran was surprised in view of his hourly wage of $5.50. 
Often Enmanco employees Paul Bobrowski, Phil Bourdeau, Dan 
Dubrod, and Jerry Barr were instructed by Toy or Domanski to 
sit in the Enmanco ambulance on the LDI ai te and do nothing 
all day. The idle time spent in the ambulance was being 
charged to the EPA cleanup by Enmanco. 

When Richard Benson, General Manager of Marine Pollution 
Control (also a contractor on the LDI site) asked Enmanco how 
they circumvented the government guidelines stipulating the 
hourly wage, Barnum explained that regulations outlined in 
the contract did not apply to them. Barnum promised to 
provide details to Benson but failed to substantiate his 
previous statements on wages. 

Over a period from July 26, 1982 through October 29, 
1983, James Barnum, Gary Domanski, and Dan Toy knowingly and 
wilfully falsified waste disposal manifests, EPA Forms 
1900-55's, and the following invoices sent to the government: 

1. Enmanco Invoice No. 6601 dated 9/28/82 for $244,944.07. (See G-1 to G-5). 

2. Enmanco Invoice No. 6900 dated 5/16/83 for $47,300.46. (See B-1 to H-3). 



3. Enmanco Invoice No. 6936 dated 6/3/83 for $212,175.69. 
(See I-1 to I-6). 

4. Enmanco Invoice No. 6970 dated 7/2/83 for $164,737.67. 
(See J-1 to J-5). • 

5. Enmanco Invoice No. 7015 dated 8/3/83 for $216,789.67. 
(See K-1 to K-5). 

6. Enmanco Invoice No. 7060 dated 9/7/83 for $271,705.92. 
(See L-1 to L-5). 

7. Enmanco Invoice No. 7121 dated 10/10/83 for $282,251.89. 
(See M-1 to M-6). 

8. Enmanco Invoice No. 7194 dated ll/17/83 for $6,960.25. 
(See N-1 to N-4). 

LOSS TO THE GOVERNMENT 

The government estimates its loss suffered as a result 

of this crime to be approximately $146,988.45. That figure 

was computed as follows: 

1. Labor - $70,856.20 

2. W.A.S. kickback - $25,041.25 

3. Haes kickback - $11,355.00 

4. Three e.pty loads - $7,140.00 ~ 

s. 100,000 &allons iD partial 
loads - $28,000.00 

6. Inflated cost of 153,200 
aallons hauled • $4,596.00 
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4,293 bours of labor •ultiplied 
by $6.00 and subtracted from the 
total labor bill of $96,656.20. 
This total is conservative be­
cause it does not include the 
billinss for hours worked for 
other EDHanCo customers and 
because the actual labor cost 
per hour vas usually .ore than 
$6.00 le11 than the a.ount billed 
to the aoveraaent and because it 
does Dot include overtt.e. 

(25,000 81llODS X $0.28) 
. . 

(Estiaates of unbauled sallons 
included in partial loads x 
$0.28). 

($0.03 x aallona actuallJ bauled 
due to inflated cost of baulins 
and procesaiDI by W.A.S. as 
part of kickback arrana~nt). 



Restitution for the loss would be appropriate •• part of 
any sentence impoaed ~n thia caae. 18 u.s.c. 13579. 

Respectfully aubmitted, 

ROY C. BAYES 

• • 

~~ /.117? ~ t:d. 2
'ted Statea Attorney 

AMES L. McCARTHY (P2;1~ 
Assistant United States Attorney 

Dated: // ~~,r,j"" 
CERTIFICATE OF SERVICE 

It is hereby certlfied that service of the Government's Sentenc1ng Memorandum has this 8th day of November, 1985 been made upon the following by plac1ng same in a government franked envelope and deposit1ng sa1d enve~ope 1n the Un1ted States mail addressed to: 

Neil H. Fink, Esq. 
1028 Buhl Building 
Detroit, MI 48226 

David Steingold, Esq. 
1028 Buhl Building 
Detroit, MI 48226 

David F. Dumouchel 
1930 Buhl Building 
Detroit, Ml 48226 

Esther M. Pakauskas, Secretary 
US Attorney's Office 
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Dc::.+<!.:t1cn or FrJvd t t 

Fme~tr(J:l/ Siltletb.. 11 r /1na.l yJ ~ 
Wit!. -

l, HATCH OuT FOR EMBEZZLEMENT HERE. lOOK AT PETTY CASH 

VOUCHERS FOR PROPER AUTHORIZATION AND REASONABLENESS OF 

DISBURSEMENTS. MAKE SURE AL~ THE VOUCHERS A~: PRESENT. 

WATCH OUT FOR FREQUENT REIMBURSEMENT OR ~AGE EXPENDITURES 

JUST BEFORE WEEKENDS, 

2. SOMETHING IS VERY WRONG HERE. THERE MAY BE SOME ARRANGE­

MENT WITH THE BANK TO HONOR NSF CHECKS, CHECK BANK 

STATEMENT TO DETERMINE THIS. OR THE COMPANY HAY BE WRITING 

CHECKS BUT NOT SENDING THEM OUT - TAKE A LOOK AT A BANK 

RECONCILIATION TO SEE IF THERE ARE LARGE NUMBERS OF OUT• 

STANDING CHECKS, ]F AN OWNER OR OFFICER IS COVERING 

DEFICITS WITH PERSONAL FUNDS~ THE STRONG DEFENSE OF CO­

MING~ING ~~y BE CREATED, 

3, THE BOOK BALANCE SHOULD BE NOMINA~ IF THIS CHECKING ACCOUNT 

SYSTEM IS FUNCTIONING PROPERLY. ALL OPERATING REVENUES 

SHOULD BE DEPOSITED TO THE GENERAL ACCOUNT WITH THE ONLY 

FUNDING OF THE PAYROLL ACCOUNT BEING GENERAL ACCOUNT CHECKS 

THE GENERAL CHECK WOULD SE DRAWN TO COVER NET PAYROLL. 

A NOMINAL BALANCE MAY BE LEFT IN THE ACCOUNT TO COVER 

EMERGENCIES. A BALANCE AS HIGH AS TH[S MAY INDICATE A 

KITING SCHEME 2ETWEEH THE GENERAL AND PAYROLL ACCOU~T -

CHECK THE DEPOSIT SLIPS AND CANCELLED CHECKS FOR EACH 

ACCOUNT. 



4, T~Jj MAr REPRESENT A NUMBER OF THINGS !UT IT IS LIKElY 

TO BE A DEVICE REQUIRED !Y TAXING AUTHC~ITIES TO ASSURE 

. CGLLECTIOPI OF AMOUNTS OWING THEM. THE OfiL.Y SOURCE OF 

FUNDS SHOULD BE GENERAL FUND CHECKS AND THE ACCOUNT 

BALANCE SHOULD BC: ZERO AFTER EACH REMITTMICE. THIS 

COULD BE A PRELUDE TO A BANKRUPTCY IF THE COMPANY HAS 

BEEN MISSING PAYMENTS TO TAXING AUTHO~ITIES. ALSO CHECK 

TO SEE THAT AlL REMITTANCES FROr1 THIS ACCOUNT GO ONLY 

TO THE TAXING AUTHORITY IF lT WAS1 HI FACT1 SET UP FOR 

THIS PURPOSE. 

5. tiOTHING SUSPICIOUS ABOUT THIS ACCOUUT PER SE BUT.IT SEEMS . 
UNLIKELY THAT THE COMPANY WOULD HAVE A DEFICIT IN GENERAL 

CHECKING AND STILL HAVE A SAVINGS ACCOU::T, THIS f10NEY HAY 

NOT ACTUALlY SE AVAILABLE TO THE SUSINcSS ScCAUSE IT IS 

SECURING SOME DEBT OR BECAUSE IT HAS BEEN DIVERTED TO 

PRIVATE USE. CHECK THE GENERAl JOU?.~ALflEOGER FOR HISTORY 

OF ACTIVITY IN THIS ACCOUNT AND SOME CLUE WHERE TO GO NEXT. 

6. O.K. - SECURITY IS RECORDED AT HISTO~IC~L COST WHICH IS 

PROPER. THE POSITION ON THE BALANCE S~EET It:DICATES THIS 

SlCURITY HAS A READY f1ARKET AND THE CC:'?A:tY ~IOULD SUF~ER 

t• DETRIMENT \-IERE lT TO DIVEST ITSELF 0?' THE SECURITY, 

THERE r~AY BE SOME QUESTION WHY IT IS :::i EEUIG SOLO SI~:C:E 

THE COMPAr!Y SEEriS TO BE EXPERIENCit!G SC"i: C~S~ FLO',·/ ~u=:=tCL'~ 

AND THIS "rlEAR CASH" ASSET COULD 2E ~;~:ilLY CO:l'/E~T:D T~ c.:. 
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7, THE HISTORICAL COST I~ NOT THE CORRECT AltOUNT. FoR 

THE SAKE OF CONSERVATISM1 ALL ASSETS ARE SHOWN AT THE 

LOWER OF EITHER HISTORICAL COST OR ~1ARKET VALUE. THE 

DECREASE IN VALUE SHOULD BE COtiSIDERED PERMANENT EEFOP.E 

THE MRITE-DOWN IS ACCOMPLISHED ~ECAUSE ONCE IT IS WRITTEN 

DOWN1 ACCOUNTING PRINCIPLE REQUIRES THAT IT NEVER BE 

WRITTEN UP AGAIN. IN THIS CASE1 BOTH ASSETS AND EQUITY 

ARE OVERSTATED AND MAY GIVE A FALSE IMPRESSION AS TO 

CREDIT-WORTHINESS. 

8, THE PROPER USE OF THIS ACCOUNT IS TO RECORD AMOUNTS OWING 
-TO THE COMPANY FROM OUTSIDERS WHO HAVE !OUGHT ITS GOODS 

AND SERVICES. TAKE CAUTION HERE: A LOT OF NON-TRADE 

RECEIVABLES MAY BE BURIED !~LEGITIMATELY HERE, TAKE A 

LOOK AT THE GENERAL JOURNALILEDAER FOR A HISTORY CF THIS 

ACCOUNT'S ACTIVITY, !F YOU FIND LOANS EEING MACE TO EM­

PLOYEES~ OFFICERS1 STOCKHOLDERS OR AFFILIATED COMPANIES1 

WATCH OUT FOR A CREDITOR RIP-OFF, (LUES TO SUCH A FRAUD 

MIGHT BE (1) A SIGNIFICANT INCREASE IN ACCOUNTS PAY~2LE~ 

(2) A SIGNIFICANT DECREASE IN INVENTORY C0~31NED WITH A 

LEVEL OR SLIGHTLY INCREASING BALANCE IN ACCOUrlTS PAYAELE; 

(3) INCREASED LONG TERM DEBT; (4) OTHE~ DIVERSION OF rO~EY 

SUCH AS DIVIDENDS OR PAYMENT OF INTEREST ON SUEORCI~IAT::J 

DEBT; (5) HIGH DEET RAT I 0, THE PRESENCE OF ACCO~:;Ts 
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RECEIVABLE INDICATES THAT THE COMPANY IS ON THE ACCRUAL 
·--

BASIS OF ACCOUNTING RATHER THAN THE CASH BASIS, THAT 151 

"THI SALE IS RECOGNIZED WHEN IT IS SUBSTANTIALLY EXECUTED 

RATHER THAN WHEN CASH IS COLLECTED, nNET" INDICATES THAT 

SOME PROVISION HAS SEEN MADE IN THE RECORDS ANTICIPATING 

BAD DEBTS. CHECK FOR REASONABLENESS OF THE WRITE-OFF 

BECAUSE IT IS TAX DEDUCTIBLE AND IT IS NOT USUALLY SELF­

CORRECTING FOR PRIOR YEAR ERRORS. RECOGNITION OF BAD 

DEBTS IS PROPER WHEN THE COMPANY IS ON THE ACCRUAL BASIS. 

9, THE EXISTENCE OF ANY OF THESE ACCOUNTS IU COMBINATION WITH 

A POOR CASH FLOW AND/OR HIGH DEBT RATIO SIGNALS A CREDITOR 

RIP-OFF OR BANKRUPTCY SCHEME, CHECK GENERAL JOURNAL/LEDGER 

FOR A HISTORY OF ACTIVITY IM THESE ACCOU~TS AND LOOK AT 

CANCELLED CHECKS TO PINPOINT A DIVERSION OF CASH. 

10. THIS ACCOUNT MAY BE SIGNIFICANT IN RELATIO~ TO THE OTHER 

ACCOUNTS. ITS PROPER USE REFLECTS At10UNTS DUE FROM NOtl­

TRADE DE!TORSj IMPROPERLY1 IT IS USED TO BURY DE!T THAT 

WOULD BE INCRH1ltJATiriG IF LISTED SEPARATELY. IF THE 

BALANCE SHEET BREAKS OUT AS MArlY KitiDS OF RECEIVABLES Irl 

DUAIL AS THIS EXA~PLE1 SOMETHitlG IS PR03~aLY BURIED HERE 

WHICH WOULD SIGUAL DIVERSION OF FUNDS. TAKE A LOOK AT 

THE GENERAL JCURr~ALILEDGER FOR A HISTORY OF ACTIVITY I~! 

THIS ACCOW~i AND A CL:JE \'i'HERE TO GO t!EXi' • 

JlL. 7 -Lf-



ll. hNE~~TORY IS VERY VULNERABLE TO THEF1, i tiVENTORY fo1A y 

ALSO BE WORTHLESS OR NON-EXISTENT, PHYSICAL VERIFICATION 

OArCOUNT IS YOUR BEST BET BECAUSE IT HAY STILL BE CARRIED 

ON THE BOOKS AT THE LOWER OF COST OR MARKET, 

INVENTORY SHOULD BE VALUED AT ITS HISTORICAL COST OR ITS 

MARKET VALUE, WHICHEVER IS LESS, HISTORICAL COST WOULD 

BE THE PURCHASE PRICE OR THE FULL COST OF MANUFACTURE 

INCLUDING OVERHEAD, HOWEVER, BE ON THE LOOKOUT FOR 

VALUATIONS INCLUDING ESTIMATION, APPRAISAL AND RETAIL 

SALES PRICE WHICH WOULD OVERSTATE THE ASSETS AND MIGHT 

GIVE A FALSELY ROSY PICTURE TO CREDITORS, THE YALUATIO~ 

PROE!LEr~ IS FURTHER COMPOUNDED BY AS~UMPTIONS REGAR01NG 

THE PHYSICAL FLOW OF MERCHANDISE, SPECIFIC IDENTIFICATION 

OF ITEMS SOLD AND REMOVAL OF THE INDIVIDUAL COSTS 

ASSOCIATED WITH THOSE ITEMS IS IDEAL BUT RARELY FEASIBLE 

(THE ITEfo1S HAVE TO BE UNIQUELY AND READILY IDENTIFIABLE 

AND THE UNIT COST MUST !E RELATIVELY HIGH), ABANDONING 

SPECIFIC IDENTIFICATION, THE MOST COMMON FLOW ASSUf-4PTICriS 

ARE: 

(1) FIFO: FIRST-IN, FIRST-OUT 

<2> LIFO: LAsT-INJ FIRsT-ouT 

(3) ~/EIGHTED AVERAGE: GOODS MOVE OUT IN RELATION TO 

THE SIZE OF THE LOT PUT INTO INVENTORY, 
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VARIATIONS IN VAL 11 ATJON AND FLO\i ASSUMPTION CAN L.EAD TO 

MANIPU~TION OF INCOME - ACCOUNTANTS REQUIRE THAT THE 

SAME TE~HNlQUES BE USED FROM YEAR TO YEAR IN A CONSISTENT 

MANNER. TRY TO GET HOLD OF cosT woRKSHEETs PREPARED av 

THE.COMPANY 1 S ACCOUNTANT TO ~~TERMitiE PROCEDURES 2EING USEC. 

12. APPEARS TO BE O.K. RECORDS ONLY EXPENDITURES FOR SUCH 

ITEMS AS RENT~ INSURANCE AND INTEREST THAT ARE PAID IN 

ADVANCE~ PARTICULARLY WHERE BENEFIT IS LONGER THAN THE 

CURRENT ACCOUNTING PERIOD, IF THERE SEEMS TO BE A LOT 

OF MANIPULATION IN THE BOOKS1 TAKE A LOOK AT THE GENERAL 

JOURNAL/LEDGER TO GET AN IDEA OF THE ACTIVITY lN.THE 

ACCOUNT, 

13. THE MOST REPUTABLE USE OF NOTES RECEIVABLE WOULD INDICATE 

THE REPLACEMENT OF AN OVERDUE TRADE ACCOUNT RECEIVABLE 

WITH A MORE FORt~AL NOTE, USUALLY INTEREST BEARING. HC\'1-

EVER, THIS COULD BE A HIDING PLACE FOR LOANS TO OFFICERS~ 

EMPLOYEES, STOCKHOLDERS OR AFFILIATES WHICH ARE NEITHER 

FOR~AL NOR INTEREST EEARI~G. IF THE A~OUNT IS SUBSTANTIAL 

OR IF THERE IS OTHE~ EVIDENCE OF DIVERSION OF COMPANY FUNJ? 

TRACE THE TRANSACTIONS TO THE GEII!:RAL JCUR~lALII.EDG~~ At:D 

GET A CUJ! WHERE TO GO NEXT. HATCH OUT - 1"HERE IS A F 

LIKEL[HOOD THESE NOTES ARE UNCOLLECTlBLEJ ESPEC[ALL' 

THEY ARE ~OT CLASSIFIE~ AS CU~RE~T ASSETS. 
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14. THIS~REPRESENTS THE COST OF ACQUIRING A~l AFFILIATE~ 

COMPAtlY AND THE ACQUIRING COMPANY'S SUBSEQUENT SHARE . -
OF EARNINGS, THIS DOES NOT REPRESEtlT A MARKETABLE 

SECURITY BECAUSE THE ACQUIRING C0:1PAriY ~tOULD SUFFER 

ECONOMIC DETRIMENT WERE IT TO DIVEST ITSELF OF THE 

AFFILIATE - THAT lS1 THE WHOLE IS PROBABLY GREATER 

THAN THE SUM OF ITS PARTS, 

15, THE ONLY ACCEPTABLE BASIS FOR LAND ON THE 2ALANCE SHEET 

IS THE LOWER OF HISTORICAL COST OR fo1ARKET VALUE. FeR 

ALL PURPOSES~ LAND IS VALUED AT COST BECAUSE THE DECLINE 

IN MARKET VALUE MUST BE CONSIDERED PERMANENT. lAND 

DOES NOT DEPRECIATE - IT IS NOT CONSUMED IN THE COURSE_ 

OF NORMAL OPERATIONS. IT IS NOT PROPER TO RECOGNIZE 

ANY APPRECIATION PRIOR TO THE TIME OF THE SALE uF LArlD, 

CHECK THE GENERAL JOURNAL/LEDGER TO BE SURE THAT AriY 

CHANGES.ON THE BALANCE SHEET OCCUR ONLY FROM THE SALE OR 

PURCHASE OF LAND, 

16. THE ONLY ACCEPTABLE BASIS FOR ANY FIXED ASSET IS THE 

LOWER OF COST OR MARKET VALUE, ANY OE'CL I NE I rr MARKEi 

· VALUE MUST BE CONSIDERED PER~AtlENT EEFORE l T IS REFLECTED 

IN THE BOOKS 2ECAUSE lT MAY NEVER BE WRITTE~l UP AGAP-l, 

IT IS NOT PROPER TO REFLECT ANY APPRECIATION IN VALU~. 
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tiATCH OUT FOR ANY WRITE ~~" IN VALUE - IT'S A WAY OF 

CREATING CAPITAL IN AN IMPROPER AND RISKY MANNER, 

PLAIT AND EQUIPMENT-LIKE BUILDINGS, MANUFACTURING EQUIP­

MENT~ TRANSPORTATION EQUIPMENT AND FURNISHINGS ARE 

CEPRECIA!LE. AN ASSET CAN BE THOUGHT OF AS THE FUTURE 

SERVICE VALUE AVAILABLE TO THE OWNER OR USER OF THE 

ASSET. DEPRECIATION IS A REFLECTION OF THE SERVICE 

VALUE CONSUMED BY THE OWNER OR USER DURING THE ACCOU~TI~G 

PERIOD; THAT IS, THE BOOKS ARE r~DE TO REFLECT THE 

REDUCTION IN FUTURE SERVICE VALUE DUE TO CURRENT USE OF 

THE ASSET IN BUSINESS OPERATIOtiS, 

1], ACCUMULATED DEPRECIATION IS THE SUM TOTAL OF ALL THE 

DEPRECIATION TAKEN ON PLANT A flO EQU I Pr1ENT OUR U~G PRIOR 

YEARS OF SERVICE, WHEN IT IS DEDUCTED FROM THE COST OF 

THE ASSET, THE RESIDUAL IS KNOWN AS "BOOK VALUE" AND 

REPRESENTS THE FUTURE SERVICE VALUE STILL AVAILABLE, 

BECAUSE DEPRECIATION IS ONLY AN ESTIM~TE, IT IS SUBJECT 

BOTH TO ERROR AND TO CONSCIOUS MANIPULATION. IRS PU3LISHES 

GUIDELINES FOR MANY TYPES OF ASSETS - cor:SUI.T THI 5 TO GET 

A BALLPARK AREA. WATCH OUT FOR SALES OF PLANT ANO EQUIP-
:. 

MaT BEING RECCR!:E:::l Itj ACCUMULATED DEPRECIATION - Tr:E 

EFFECT IS TO LEAVE AN UNDEPRECIATED ASSET 0~ THE BCO~S 
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WHICH THE COMPANY NO LONGER OWNS, BOTH ASSETS ANO 

CAPITA~ WOULD BE OVERSTATED IN THIS CASE. 

18, THIS ONE INDICATES TROUBLE NINE TIMES OUT OF TEN, 

THIS COMPANY HAS AT LEAST ONE LEASE CONTRACT OUT· 

STANDING1 BUT THERE IS VERY LIKELY NO RECOGNITION 

AT AL~ OF THE CORRESPONDI~G LIABILITY OR OBLIGATION 

TO PAY. You MAY FIND MENTION OF THE PAYMENT TERMS 

IN A FOOTNOTE BUT THE POPULAR TREATMENT IS TO IGNORE 

IT. 

19. MINERAL DEPOSITS AND STANDING TIMBER ARE BOTH NATURAl 

RESOURCES WHICH ARE SUBJECT TO EXHAUSTION BY EXTRACTION; 

THEY ARE CATEGORIZED AS WASTING ASSETS THAT ARE LARGE-­

SCALE~ LONG-TERM INVESTMENTS ACQUIRED FOR PIECE· 

MEAL RESALE OR USE tN PRODUCTION. CAUTION: THIS 

ITEM MAY BE DOUBLE-COUNTED ON THE BALANCE SHEET. 

Be SURE THAT THE UNEXTRACTED RESOURCE IS NOT ALSO 

INCLUDED IN INVENTORY. THE INVENTORY SHOULD INCLUDE 

ONLY HARVESTED SUPPLIES READY FOR RESALE OR USE IN 

PRODUCTION, THE INVESTMENT SHOULD INCLUDE ONLY UN­

PROCESSED ASSETS. 

THE ONLY ACCEPTABLE BAS:S FOR THE IHVESTMENT IS THE 

LOWER OF HISTORICAL COST OR MARKET VALUE. 
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20. WASTING ASSETS ARE SUBJECT TO "Ih.rJLETION,H DEPLETION., 

LIKE DEPRECIATION., IS A REFLECTION OF THE SERVICE V~LUE 

. CCitSUMED BY THE OWNER OR USER OUR I tiG THE ACCOUNTING 

PERIOD. ACCUMULATED DEPLETION IS TH~ SUM TOTAL OF ALL 

THE.OEPLETION RECOGNIZED DURING PRIOR YEARS OF SERVICE. 

THE SAME CAUTIONS WITH RESPECT TO ACCUMULATED DEPRECIA­

TION HOLD TRUE HERE, 

21. A PATENT OR COPYRIGHT IS AN "INTANGIBLE ASSETn WHICH HAS 

ECONOMIC VALUE ONLY IF IT AFFORDS PROTECTION AGAINST 

COMPETITION., PRODUCES INCREASED EARtiiNGS BECAUSE OF 

LOWER PRODUCTION COSTS., OR ENABLES THE COMPANY TO CHARGE 

A HIGHER PRICE FOR THE COMMODITY, FoR ALL PRACTICAL 

PURPOSES., THE ONLY ACCEPTAB~E BASIS FOR THE PATENT IS 

HISTORICAL COST., EITHE~ PURCHASE PRICE CR DIRECTLY 

RELEVANT EXPENDITURES IF THE PATENT IS CEVELOPED, MosT 

COMPANIES PREFER TO CHARGE OFF RESEAP.CH AtiD DEVELOPMENT 

OF PATENTS IN THE YEAR OF EXPE~DITURE RESULTIN~ IN A 

VERY Nm·tiNAL CAPITALIZATION. A LARGE M~0UNT ATTRIBUTED 

TO PATE:~TS SHOULD eE ltiVESTIGATED US!NG THE CO!·~PANY'S 

COST \'ICRKSHEETS CR THE PURCHASE COtiT~ACi, 

A\.THOUGH THERE IS A STIPULATED LEGAL LIFE1 THE ECC:!C~~IC 

LIFE IS GENERALLY SHO~TER AND THE AS3ET SHO~LD BE 

I·IRITiEN OFF OVER THE USEFL!L ECONC:.1rc LIFE, "A,··~ORTIZA71:~:" 
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IS THE TERM APP~IED TO THE WRITE OFF WHICH IS 
SIMI~R TO DEPRECIATION OR DEPLETION, 

22, AAORTIZATION IS THE WRITE OFF OF At~ INTANGIBLE ASSET 
AS IT IS CONSUMED BY THE BUSINESS IN THE PRODUCTION 
OF REVENUE. THE SAME CAUTIONS APP~Y HERE AS TO 
DEPRECIATION, 

23. MANY COMPANIES SPEND HUGE SUMS ON DISCOVERING AND 
DEVELOPING NEW PRODUCTS AND PROCEDURES. WHEN A MARKET­
ABLE PRODUCT IS OBTAINEOJ AN INTANGIBLE ASSET IS 
CREATED. ALTHOUGH UNPRODUCTIVE AVENUES YIELD INCREASED 
GENERAL KNOWLEDGE~ ONLY THOSE RESEARCH PROJECTS WHICH 
YIELD ECONOMIC VALUE DIRECTI..Y SHOU~D BE CAPITALIZED. 
BeCAUSE THE ONLY ACCEPTABLE BASIS IS HISTORICAL COST1 
~IHICH IS HARD TO DETERMINE, THE POPULAR TREATMENT IS 

TO WRITE OFF R & 0 COSTS IN THE YEAR INCURRED, !N 
~10ST CASES, THE CAPITALIZED AMOUNT SHOULD eE NOMINAL 
AND INTENDED ONLY TO INFORM READERS AND R & D IS AN 
tHPORTANT PART OF THE BUSINESS, 

24, DoN'T ~ET THE DOLLAR FOOL YOU! THIS IS PERFECTLY 
ACCEPTABLE ACCOUNTING PROCEDURE FOR Ml WTMlG I 9LE ASSET, 
!T IS USED AS A DEVICE TO CLUE YOU TO T~E EXISTENCE OF 
THIS ASSET- REGARDLESS OF T~~ ~ISTO~ICAL COST, inE 
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ECONOMIC VALUE OF THIS ASSET STEMS FROM ~ .. vDUCT 
--· 

IDENTIFICATION AND DIFFERENTIATION WHICH YIELD 

SUPIRIOR EA"NINGS TO UNBRANDED PRODUCTS, THESE 

PRGIERTY RIGHTS MAY BE LEASEDJ ASSIGNED OR SOLD AND 

THE.SERVICE LIFE IS UNLIMITED SO LONG AS THEY ARE 

USED AND YIELD SUPERIOR EARNINGS, IF THE BOOK VALUE 

OF THIS ASSET IS RELATIVELY HIGH, BE SUSPICIOUS, 

TRY TO SEE \'IORKSHEETS DETAILING WHAT IS INCLUDED 

HERE. ADVERTISING IS NOT USUALLY CAPITALIZED BE· 

CAUSE OF THE NEBULOUS RELATIONSHIP WITH SUPERIOR 

EARNINGS, 

25. •QRGANIZATIONn OR nSTART-UPn COSTS ARE SYNONYMOUS 

AND REFER TO THE FUTURE SERVICE VALUE DERIVED FROM 

ORIGINATING THE BUSINESS, THE USUAL ITEHS WHICH ARE 

CAPITALIZED AP.E LEGAL AND ACCOUNTIN3 FEES At!D INITIAL 

STOCKHOLDER MEETINGS, USED PRO~ERLY1 THE BALANCE IN 

THE ACCOUNT SHOULD !E NOMINAL, VSED IMPROPERLY, THIS 

IS A GOOD PLACE TO BURY EARLY OPERATING LOSSES. IF 

THE BALANCE SEEMS TOO HIGH, TAKE A LOOK AT THE GENERAL 

JOURNAL/LEDGER FOR DETAILED HISTORY CF TRE ACCOUNT, 

THEQRETtCALLYJ THE COSTS HAVE A SERVICE LIFE AS LOrlG 

AS THAT OF THE BUSINESSI BUT IRS ENCC~RA~ES RAPID 

WRITE Oi='F, 



26. "DEFERRED CHARGE" IS AT BEST A DUBIOUS ACCOUNT AND 

WILL PROBABLY NEED A PROFESSIO~IAL ACCOU~ITANT TO 

~ECIPHER WHAT IS GOING ON IN THE ACCOUNT, ALTHOUGH 

THERE ARE SOME LEGITU1ATE USES OF THE ACCOUNT, 

ALMOST NO ONE USES THEM PROPERLY. A COMMON USE OF 

THE ACCOUNT IS MAKING THE BOOKS BALANCE 1 BUT EVEN 

BRIBES MAY BE FOUND HERE. 

27. THIS IS NOT A LEGITIMATE ACCOUNT! IT CAN BE USED AS 

AN ACCOUNTANT'S TOOL1 BUT IT CAN NEVER !E USED ON 

THE FINANCIAL STATEl~ENT. Use THE GENERAL JOURNAL/ 

LEDGER TO DETERMINE WHAT IS BURIED HERE. IT IS 

COM~ONLY USED BY AN EMBEZZLER TO COVER CASH SHORTAGES. 

28. ACCOUNTING RECOGNITION OF GOODWILL IS LIMITED AT 

THIS TIME TO THE RECOGNITION OF PURCHASED GOODWILL. 

THIS MEANS THAT THE COt~PANY WAS PURCHASED AT SOME PRIOR 

TIME AS A GOING CONCERN AND THAT AT THE TIME OF PURCHASE 

THE EUYERS PAID A PREMIUM PRICE. THE PREr1IUM IS 

RECORDED AS GOODWILL AFTER THE APPROPRIATE ASSETS HAVE 

BEEN ~IR I TTEN UP (THIS IS A LEGITIMATE WRITEUP - NEW 

OWNERS ACQUIRE A NEW BASIS WHICH BECOMES THE HISTORICAL 

COST TO THEM). A COf1PANY WHICH HAS NEVE~ BEEN SOLD 

CANNOT HAVE R:COROE!J GOOD\-IILL. Gocm~tLL IS EY!CE~:CEJ 
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BY A RATE OF RETURN TO OWNERS IN EXCESS OF A NORMA~ 
·-· 

RATE. GOODWILL RECONCILES THIS HIGHER RATE OF RETURN 

BY RICOr4tiLING THE VALUE OF THE BUSit:ESS AS A WHOLE 

WITif THE SUM OF ITS PARTS. A QUICK A:4D OIRTY TEST TO 

DETER~,INE IF GOODWILL IS PROPERLY RECORtE~ IS 

CALCULATING THE RATE OF RETURN ON OWNER'S EQUITY AND 

COMPARING IT TO A NORMAL RATE. THE RATE WITH AN 

APPROPRIATE AMOUNT OF GOODWILL WILL APPRC~CH A NORMAL 

RATE OF RETURN, 

GOODWILL MAY OR MAY NOT BE Al'40RTIZED MUl ACCOUNTANTS HAVE 

SUBSTANTIAL ARGUMENTS FOR BOTH SIDES, Cc~SULT A PRO­

FESSIOtiAL ACCOUNTANT IF THIS IS CAUSI~lG P~OBLEMS, 

A. CuRRENT LIABILITIES ARE THOSE DEBTS WHICH FALL DUE IN ONE 

YEAR OR LESS FROM THE DATE OF THE F It~M~~ UL STATEMENT, 

THERE ARE SEVERAL DANGER SIGNALS TO W~TC~ FOR INCLUDING: 

(1) INDICATIONS OF A BUILDUP I~ A~CU~TS 

OWING TO TAXING AUTHORITIES1 PA~iiCULARLY 

PAYROLL TAXES, BECAUSE THEY HAVE iHE 

FIRST CLAIMS ON ASSETS AND US•.:ALL'f CO~\PANIES 

AP.E IN VERY BAD SHAPE BEFO?.E T~EY 3ECOME 

DELINQUENT HERE. BMlKRUPTCY IS t:·:~H:ENT 

SO ~lATCH CUT FOR OTHER SIGNS Oi= A CRE!HTOR 

RIP-OFF LIKE OISCRETIOt!A~Y Dl'.'!~S:O~I OF 

FUriD s, 
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(2) SIGNIFICANT INCREASES IN DEBT OUTSTANDING 

DURING THE CURRENT YEAR, A VAST INCREASE 

IN TRADE PAYABLES COMBINEJ) ~liTH A DECLINE 

IN INVENTORY AND DECREASING SALES SIGNALS 

TROUBLE, CREDITORS ARE WAITING LONGER 

FOR PAYMENT SO KEEP LOOKING FOR DISCRETIONARY 

PAYMENTS IF YOU SUSPECT FRAUD, 

(3) CWRRENT LIABILITIES TOTALING AS MUCH OR 

MORE THAN CURRENT ASSETS. THIS INDICATES 

THE COMPANY'S ABILITY TO PAY OBLIGATIONS 

AS THEY FALL DUE IS SERIOUSLY IMPAIRED; 

THE COMPANY IS "INSOLVENT" AND IT MAY FORt.· 

WARN A BANKRUPTCY. AGAIN WATCH FOR 

DIVERSION OF FUNDS AWAY FROM CREDITORS, 

IN THIS CASE, THERE IS INSUFFICIENT INFORMATION TO CETERMIN 

IF PAYROLL TAXES ARE BUILDING UP. AN INCOME STATEMENT CAN 

HELP IF IT LISTS THINGS SUCH AS PENALTIES AND INTEREST TO 

TAXING AUTHORITIES. THE GENERAL LEDGER CAN HELP DETERMINE 

~IHEN THE LAST PAYMENT ~lAS MADE. THERE IS ALSO INSUFFICIE~T 

INFORMATION TO DETERMINE IF CURRENT DEBTS ARE lNCREASI~S 

RAPlDLY, COMPARATIVE FINANCIAL STATEMENTS AP.E THE :ASIEST 

WAY TO DETERMINE THIS BUT A GENERAL LEDGER WILL HELPJ TOC. 
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~/E CAN DETERMINE THAT THe COMPANY IS INSO~VENT BECAUSE 

CURRENT ~IABI~ITIES GREAT~Y SURPASS CURRENT ASSETS AND 

CASH~ ESP£CIA~LY1 LOOkS INSIGNIFICANT, THE COMPANY 

SHOULD TRY TO COL~ECT ITS NON-TRADE RECEIVAB~ES AND 

SELL.ITS ~ARKETABLE SECURITIES. IF IT FAILS TO DO S01 

BE SUSPICIOUS OF A BANKRUPTCY FRAUD, 

B. BE VERY SUSPICIOUS OF ANY LIABILITY ~IHICH IS C~SSIFIED 

AS "OTHER" AND IS NEITHER CURRENT NOR LOt~G-TERH, THIS 

IS A GOOD WAY OF DISGUISING DEBT WHICH IS MORE C~OSELY 

AKIN TO EQUITY AND WHICH SHOULD PROBABLY BE SUBORDINATED 

IN THE PAYMENT OF INTEREST1 ESPECIALlY IF MANY OF THESE 

DEBTHOLDERS ARE ALSO SHAREHOLDERS. IF A BANKRUPTCY 

SCHEME OR A CREDITO~ RIP-OFF IS SUSPECTED1 TRY TO LOOK 

AT INTEREST PAYMENTS ON THIS CLASS OF DEBT IN THE GENERAL 

LEDGER. IT t1AY BE A DIVERSION OF FUNDS IF1 HI FACT1 THE 

DEBT SHOULD Br SUBORDINATED. IF BANKRUPTCY IS PENDING1 

~lATCH OUT FOR REPAYMENT OF THIS DEBT RATHER THAN PAYING 

CREDITORS ~liTH SUPERIOR CLAIMS, 

C. THE BANK LOAN IN ITSELF SEEt1S O.K. 2UT IN RELATION TO THE 

OTHER AMOUNT OF DEBT OUTSTANDING~ IT SEE~S SURPRISING 

THAT A BANK WCULD t1AKE A LOAN TO THIs CO~PANY I THE 

COMPANY SEEMS VERY HIGHLY LEVERAGED; THAT IS1 CREDITORS 

HAVE SUPPLIED ~'ORE FINANCING n-!AN OW~::RS OF THE COMPANY, 
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THE USE OF LEVERAGE MAKES REPAYMENT OF LOANS, AT !EST, 

A RISKY SITUATION, SHRINKAGE OF ASSETS, ESPECIALLY 

DURING PERIODS OF LOSS, CAN AFFECT REPAY~ENT AS WELL 

AS IMPAIRED ABILITY TO BORROW ADDITIONAL SUMS DURING 

TIGHT PERIODS, tiOT EVEN STOCKHOLDERS BENEFIT FROM 

HIGH LEVERAGE BECAUSE LARGE FIXED INTEREST PAYMENTS 

INCREASE THE RISK OF BANKRUPTCY AND USUALLY SOME STRINGEN 

RESTRICTIONS ARE PLACED UPON MANAGEMENT COURSE OF ACTION, 

SUSPICIOUSLY HIGH LEVERAGE STARTS WHEN TOTAL DEBT EXCEEOS 

50 PER CENT OF TOTAL ASSETS, THE MOST OBVIOUS EXPLANA­

TIONS ARE (1) THE COMPANY HAS GREATLY APPRECIATED IN 

VALUE AND THE LOANS ARE MADE ON THIS BASIS OR (2) FALSE . 
FINANCIAL STATEMENTS HAVE BEEN PRESE~ITED TO SECURE CREDIT 

D. IN ADDITION TO THE COMMENTS MADE UNDER nC" WITH RESPECT 

TO THE USE OF LEVERAGE1 THE 12 PER CENT INTEREST RATE 

IS PROBABLY IN VIOLATION OF CALIFOFWIA USURY LA\~S. 

E. FROM THE T\o/0 ACCOUNTS LISTED AS "COM~~:lt~ STOCK" AND "PAr:­

CAPITAL" WE CAN DETERMINE THAT 0\'INERS OF Tr!: co;~PMIY r!.~'.·:: 

CONTRIBUTED $350,000 TO THE BUSit:E·ss, 1-:E~:CE, THIS SECTt:·. 

OF THE BALAtlCE SHEET IS TERME!J "Co~lT? I 3U-~J (,e..p I T.~L." It 

REFLECTS THE PAR CR STATED VALUE OF THE S!OC~ PLUS A~Y 

ADDIT!Dr~AL Pr\OCEEOS THE CO~~PAr:Y ~~:EI\'E!J FRC'·\ 7H: ntrTL;..~ 

ISSUA~CE OF ITS STOCK, THE P~R 0~ S7ATED VALUE CF THE 
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STOCK MUST BE $1 BECAUSE IT IS VALUED ON THE BALANCE 

SHEET AT $200~000 FOR 2001000 SHARES, THE COMPANY 

ACTUALLY-RECEIVED MORE THAN $200,000 AND THE PREMIUM MUST 

BE USTED SEPARATELY BY ACCOUNTING CONVENTION, 

IT SeEMS A POOR POLICY TO SECURE DEBT IN THE MANNER OF 

THIS COI1PANY WHEN THERE IS STILL STOCK THAT COULD BE 

ISSUED. THIS WOULD BE AN OBVIOUS REt1EDY TO BOTH THE 

CASH FLOW PROBLEM AND THE LEVERAGE PROBLEM. 

F. "ReTAINED EARNINGS" OR "RETAINED DEFICIT" REFER TO THE 

ACCut1ULATED NET PROFIT OR LOSS THAT THE COMPANY HAS IN­

CURRED SINCE ITS INCEPTION. IN THIS CASE1 AT THE BEGINNING 

OF THE CURRENT FISCAL YEAR1 THE COMPANY HAD ALREADY SUFFERED 

A TOTAL LOSS OF $1000 DURING THE PRIOR YEARS OF OPERATION. 

!N ADOITION1 IT SUFFERED A LOSS OF $19,699 DURING THE 

CURRENT YEAR WHICH IS NOT A GOOD SIGN. THE NATURE OF THE 

LOSS SHOULD BE DETERMINED BEFORE PROCEEDING1 IF POSSIBLE. 

THE INCOME STATEMENT OF THE COMPA~Y SHOULD HELP. SUCH A 

LOSS COULD OCCUR aECAUSE OF DECLINING SALES, INCREASING 

COSTS WHICH THE CONSUMER CANNOT ABSORB, AN EXTRAORDINARY 

LOSS OR WRITE-OFF WHICH DOES NOT REFLECT ON ORDINARY 

EUSINESS OPERATIONS OR EVEN PAYMENTS OF PERSONAL 

EXPENSES BY THE CORPORATION. 
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FINA~~Y1 THERE IS THE ISSUE OF THE PAYMENT OF 
·--

DIVIDENDS. THIS IS AH OBVIOUS AND UNJUSTIFIAB~E 

DIVERSION OF CASH FROM THE BUSINESS WHEN IT IS 

NOT EVEN LE;jALLY PERMITTED. DIVIDENDS MAY ONLY 

BE PAID WHEN THERE IS RETAINED EARNINGS AVAILABLE 

IN AN EQUAL AMOUNT; THAT IS., THE PAYf1ENT OF 

DIVIDENDS MAY NEVER CAUSE THE RETAINED EARNINGS 

ACCOUNT TO SLIP BELOW ZERO, 
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Problem No. 1 

~eview of Internal Control of Materials 

1. You are assigned to a resident office where the contractor 
fabrlcates and 1 nstall s various electronic devices on~~~ ~""for 
the C.Overn111ent. You are given tne assignment to review the internal 
controls for the purchase. receipt, storage, and issue of 
matenals. You 11ave completed your review and surrmarized the 
follow1ng comments which describe the contractor's procedures. 

a. Most of the materials are nigh value electronic components which 
are kept in a locked storeroom. Some of the components contain 
gold and si 1 ver contacts and precious metal impregnated 
c1rcuitry. Storeroom personnel include a supervisor and four 
clerks. All are ~ell trained, competent individuals. Materials 
are removed from the storeroom only upon the written or oral 
autnor1zation of one of the production foremen. 

b. Occasionally, the production areas will accumulate excessive 
quantities of material. These excess quantities result from 
over requi si tioni ng and because some of the components do not 
meet the electrical sj)ecifications. For security reasons, the 
excess quantities in the production areas are returned to the 
storeroom for safekeeping. 

c. When ordered materia 1 s arrive, they are received by the 
storeroom clerks. The clerks count the merchandise and verify 
the counts to the shipper's bill of lading. All vendor's bills 
of lading are initialed, dated, and filed in the storeroom to 
serve as receiving reports. 

2. Require<J: 

Oescri be the weaknesses in 1 nternal control and rec011111ended 
improvements for the purchasing, receipt, storage, and issue of raw 
mater1als. organize your 4nswer sheet as follows: 

Weaknesses 



Problem No. 2 

Review of Purchasing 

1. B11l Buymore is a buyer for the Coulomb Company. Bill specializes in procurement of high value electronic parts. Because of Bill's superior knowledge and experience in electronic parts procurement, he has been the sole buyer of high value electronic parts for the past ten years. Knoll Inc .• has been selected by oill as Coulomb's high value electronic parts vendor, without exception, for the past six years. uill 1nstructs Knoll Inc •• to ship all pc~rts directly to him, to assure proper handling and security. Upon receipt, dill completes all rece1 v1 ng and inspection documents. He personally hand carr1 es the high value parts to a secure storage area where a material clerk updates the inventory records. Bill Buymore lives in a beach house in Costa r~esa. CA, drives a Jaguar XJS, and has just purchased a new 40 foot JdCnt. 

2. Required: 

a. L1st all procurement fraud indicators. 

b. uescr1be preventative measures that could deter procurement fraud. 



pf()bfe,.. 1Jo. 3 

Case Study - Labor Mischarges 

The follow1ng is an actual case that demonstrates another 
techn1~ue used to manipulate labor charges. 

BACKGROUND - The contractor had several Government time and 
mater1al (T&i-1) contracts to test and evaluate gasoline generators. In 
addit1on, at the same division, the contractor had several fixed price 
commerc1a 1 contracts. BiweeKly time sheets were maintained by 
superv1sors and signed by the employee. 

HOW THE FRAU~ WAS ~ETECTEO - During an incurred cost audit, the 
auditor noted that the billed, booked and timesheet hours did not 
a~ree. Contronted witn this situation. the auditor explained his 
d1ff1cult1es and requested the contractor to prepare d complete 
rec·Jnl..llicttion of hours billed with those on the books and 
timesheets. The auditor conferred with his FAO Chief and a decision 
was made that tne auditor should witndraw from the audit. 

Later, a cor.>orate Vice-President requested a meeting with the 
auditor. At the meeting, the corporate officer revealed allegations 
made by ct former division level Secretary/Treasurer relative to 
contract billings on the T&tt contracts. Tne corporate officer made 
available various written docwnents (memos to file) which indicated 
that division level contractor representatives were involved in 
falsification of time sheets and related submission of false claims 
for services not performed. The documents showed that corporate 
officials had oeen aware-of the alleged wrongdoing for two years, but 
1a~ not made any disclo;ure prior to the meeting with the auditor. 

According to the allegations IDide by the fanner Secretary/Treasurer, 
the Luvernment, over a six year period, was overbilled by $500 to $700 
th~usand for services not performed. 

UETAILS uF THE FAAUD - The former division Secretary/Treasurer 
contacted the company's CPA finl and requested the services of two 
auditors for a 2-4 week period to assist 1 n stra1 ~hteni ng out his 
books and records so he could comply with corporate reporting 
re4uire1nents. The CPA fina wc~s to submit its invoice for these 
accounting services directly to the Secretary/Treasurer, who would 
approve pJyment. The CPA f1rtl notified the corporate office of the 
Secretary/Treasurer's request because this billing procedure departed 
from the past practice of submitting billings for accounting services 
to tue corporate office for approval. The CPA fi na also 1 nd1cated to 
corpordte officials that tne Secretary/Treasurer was incompetent. 
Corporate officials decided to teM~inate the Secretary/Treasurer 
because of his incompetence and tne fact tnat he had attempted to 
acquire accounting assistanc.e without their knowledge. 

Jur1ng the uexit interview•, the Secretary/Treasurer informed 
cor~orate officials of irregularities regarding the billing procedures 
on the ~vernment T&M contracts. He all eyed that each month a certc~i n 



amount of t1me spent on commercial fixed price jobs was reallocated to 
Government T&t1 contracts. These reallocations were made at the 
direction of tne divis1on President to concedl the fact that the 
com1erc1al work could not be accomplished within the fixed price hour 
buclget. He alleged the following procedures were used to "adjust" 
t1me cnaryes. 

1. The computer preprinted a timesheet for each employee to use for 
char~ing n1s t1me to either an active job number or an overhead 
category for non-productive time. The timesheets covered the two 
week payroll per1od and were composed of three copies (copy one -
or1ginal, copy two -duplicate, and copy three -pink sheet). 

2. After tne f1rst ~eek of the two week payroll period, each 
employee submitted his "pink sheet" for processing. The "pink 
sheet" o~~as coded an.J processed on the computer to provide a labor 
distr1bution for the week. The labor distribution was reviewed 
to ascertain how mdny hours nad been charged to T&M contracts for 
that week. 

3. At the end of the second week, the other two copies were turned 
in for tne full two week period, coded and processed on the 
computer. This processing produced another report showing the 
total hours charged to T&M jobs extended at the T&l4 hourly 
billing rate. • 

4. Division "top management'' would review this report and make 
certain adJustments wnich took the fona of moving time from one 
sub -task to another within the same contract, moving time from 
over11ead accounts to T&M contracts, and moving time from fixed 
~rice commercial contracts to T&M contracts. 

5. unce enougn "ddjustments• had been made to achieve a 
"sdtlsfactory" oilling level, the co!lputer was used to rerun a 
fresh set of timesneets for that payroll period. Various 
clerical personnel within the accounting department would prepare 
new timesheets for tnose employees whose time had been "adjusted .. 
to make tnese timesheets agree with the •adJusted• billin~. 
After all the "new" timesheets had been prepared, the employee s 
signature wets traced from the ortgfnal tt11esheet submitted. All 
origindl timesheets were destroyed. The new timesheets were then 
coded and run on the coaaputer to create 1 •new• distribution of 
time and an "adjusteo" T&M billing. The old reports reflecting 
correct time charges were destroyed. 

lllhen asked how the Secretary/Treasurer was able to prevent UCAA 
from uncovering the scheme for overcharging the CQvernment, he 
r~~~onded that whenever a A audtt took place he was careful to note 
the t1mesheets exam;ned by the auditor so that such ti-.sheets did not 
become a pdrt of the "adjusted• ti•sheets for that 110nth and 1 n that 
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~ay there were never any discrepancies between the nours on the 
t1mesneets the aud1tor examined and the hours billed the Government. 

· The d1vis1on Secre.:ary/Treasurer was tenninated. The corporate 
off1 ce hl red another Secretary /Treasurer and instructed him to report 
to the corporate office any irregularities noted. The new 
Secretary/Treasurer reported a $10,820 overbilling during his first 
~o~th of employment. However, accounting personnel indicated to hlm 
t.,a the adJustments for that month were no where near as muc11 as 
pr1or months. dased upon this information, the division President was 
term1nated. 

The corporate office obtained legal counsel and attempted to 
determine the extent of the overbillings. Because the records had 
been destroyed it was impossible to determine the exact amount. The 
CPA's work.papers were reviewed to determine 1f they would shed any 
light on the matter. They found no evidence of any audit work 
performed that would have uncovered any of the problems. 

A1 ter rev 1 ewing the written documentation (memos to fi 1 e), and 
dl scuss i ng tne matter wl th corporate officials, the auditor issued a 
report of suspected wrongdoing. A DCAA Form 1 suspending $700,000 was 
1ssued. An investigat1on by the uepartment of ~ustice was made, 
resul t1 ng in a grand jury proceeding and a trial in U.S. District 
Court. 

The contractor pleaded guilty to two counts of violation of Title 
18, u.S. Code Section 287, False, Fictitious or Fraudulent Claims and 
was fined the maximum of $10,000 for each count. ln addition, the 
contractor reaclled a settlement w1 th the f:Dvernment totaling $633,716 
1n restitution for the overcharges. 

The div1sion President was found ~u11ty on 11 counts of violation 
of Title 18, u.S. Code Section 287, False, Fictitious or Fraudulent 
c,~i~s and was sentenced to three years on each of the eleven counts 
to be served concurrently. 

L,.st at~J f,pfor+- nve, ];,),·c.afors o/' Elun .. ,fs 17f F..-61UJ. 
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CASE If - OTHER 0 I RECT COSTS 
THE SOS COMPANY HAD A COST REIMBURSABLE CONTRACT WITH THE AGENCY TO EXAMINE THE PERFORMANCE OF VARIOUS PROJECTS FUELED WITH RENEWABLE ENERGY RESOURCES. THE $800,000 PER YEAR CONTRACT WAS ISSUED 3 YEARS AGO. THE SCOPE OF THIS AUDIT WAS LIMITED TO AN EXAMINATION OF OTHER DIRECT COSTS INCURRED. THE OBJECTIVES OF THE AUDIT WERE TO DETERMINE THAT COSTS CHARGED TO THE CONTRACT WERE: 
1. ALLOWABLE UNDER 

CONTRACT TERMS, 
AND GENERALLY 
PRACTICES. 

APPLICABLE LAWS AND REGULATIONS, COST PRINCIPLES CONTAINED IN THE FAR, ACCEPTED ACCOUNTING PRINCIPLES AND 

Z. REASONABLE IN AMOUNT. 
3. PROPERLY ALLOCABLE TO THE CONTRACT. 
THE AUDITOR FOUND THAT COMPANY REVENUES FOR SIMILAR TYPE SERVICES WERE OBTAINED FROM COMMERCIAL (35~) AND FEDERAL GOVERNMENT (651) SOURCES. THE TWO OTHER GOVERNMENT CONTRACTS WERE FOR LESSOR AMOUNTS THAN HIS AGENCY'S CONTRACT. THE COMMERCIAL CONTRACTS WERE GENERALLY FIXED PRICE AGREEMENTS. 

THE SOS COMPANY WAS RELUCTANT TO LET THE FEDERAL AUDITORS EXAMINE ITS RECORDS. THE AUDIT WAS INITIALLY SCHEDULED TO START 6 MONTHS EARLIER BUT COMPANY OFFICIAL BEGGED FOR DELAYS GIVING AS EXCUSES THAT KEY INDIVIDUALS WERE SICK, SPECIFIC DOCUMENTS HAD BEEN MISPLACED, AND THAT URGENT HATTERS RESTRICTED THE AVAILABLE TIME THAT KEY OFFICIALS WOULD HAVE TO SPENO W!TH THE AUDITORS. 
ONCE THE AUDIT BEGAN, THE AUDITORS FOUND THAT CERTAIN SUPPORTING RECORDS COULD NOT BE PRODUCED TO ACCOUNT FOR EXPENSES CHARGED AGAINST THE AGENCY'S CONTRACT AS OTHER DIRECT COSTS. WHEN PRESSED TO SUPPORT ITS CHARGES, THE AGENCY COULD PRODUCE ONLY COPIES OF ORIGINAL DOCUMENTS. FURTHERMORE, THE PROCEDURES EMPLOYED BY THE COMPANY TO ALLOCATE COSTS TO ITS FEDERAL CONTRACTS WERE NOT CONSISTENT WITH ITS BUSINESS PRACTICES 0~ IT COMMERCIAL ACCOUNTS. 

IN THIS AUDIT, THE AUDITOR FOUND THAT THE COMPANY HAD CHARGED COSTS ON ITS GOVERNMENT CONTRACTS THAT DID NOT APPEAR TO BE ASSESSED EQUALLf C~i ITS COMMERCIAL CONTRACTS. AVAILABLE RECORDS DID NOT SUPPORT THE ALLOCATIONS Of COSTS THAT WERE MADE. WHEN QUESTIONED A90UT TH£ DISCREPANCIES, THE ACCOUNTING SUPERVISOR INDICATED THAT THE CHARGES WERE BASES ON PROVISIONAL ASSESSMENTS THAT WOULD EVENTUALLY BE RECONCILED ANC SETTLED AT THE END OF THE CONTRACT. 

~: 1 Ider.tity the ~cterlstlcs of illeqal acts that exiJit. 
2. For one of the above O'laracteristics, design aRlrcpriate auilt steps that wo.ll.d help detel:t!U.ne intent. 

3. Identity at least one fra\D statute that rrry have been v10lat.ed ard tlw o:>rrespordln:; elementa ot proot ~· JZJ- ~-C 



CASE ..f- TRAVEL 
THE REGION INITIATED AN AUDIT OF TRAVEL ADVANCES AND REIMBURSEMENTS.­THE AUDIT WAS IDENTIFIED AS A PERFORMANCE AUDIT WHERE THE ECONOMY AND EFFICIENCY OF THE ACTIVITY WERE TO BE EXAMINED. AT THE ENTRANCE CONFERENCE THE AUDITORS IDENTIFIED THEIR AUDIT OBJECTIVES, SCOPE AND METHODOLOGY. THE AUDIT OBJECTIVES WERE TO DETERMINE THAT: 
1. TRAVEL REIMBURSEMENTS AND ADVANCES WERE PROVIDED ONLY FOR PROPERLY AUTHORIZED TRAVEL. 
2. AMOUNTS PAID WERE IN ACCORDANCE WITH APPLICABLE GOVERNMENT TRAVEL REGULATIONS. 
3. REIMBURSEMENTS WERE TIMELY, PROPERLY APPROVED, AND PROPERLY RECORDED TO THE APPROPRIATE ACCOUNT. 
4. ADVANCES WERE LIQUIDATED WITHIN REASONABLE TIME PERIODS. 
THE AUDIT BEGAN WITH A SURVEY OF OFFICE PROCEDURES. THE AUDITORS FOUND THAT TO EXPEDITE TRAVEL ARRANGEMENTS THE OFFICE DIRECTOR HAD HIS SECRETARY PREPARE ALL TRAVEL ORDERS BASED ON ITINERARIES PROPOSED BY THE STAFF MEMBERS. LIKEWISE, THE SECRETARY HAD THE TRAVELER SKETCH OUT HIS EXPENSES FOLLOWING A TRIP AND SIGN A BLANK VOUCHER THAT WAS THEN TYPED BY THE SECRETARY, APPROVED BY THE OFFICE DIRECTOR, AND SUBMITTED FOR PAYMENT. A COPY OF THE TYPED VOUCHER WAS RETURNED TO THE TRAVELER. THE SECRETARY PICKED UP ALL TRAVEL ADVANCES AND EXPENSE PAYMENTS THEN REIMBURSED THE TRAVELER. 

WRITTEN OPERATING PROCEDURES DID NOT REFLECT THE PRACTICES IN PLACE. BOTH THE OFFICE DIRECTOR AND HIS SECRETARY WERE IRRITATED BY THE QUESTIONS ASKED THE AUDITORS REGARDING CURRENT OPERATING PROCEDURES. WHEN THE AUDITORS BEGAN REVIEWING A SAMPLE OF OUTSTANDING TRAVEL ADVANCES, TRAVEL VOUCHERS, AND TRAVEL AUTHORIZATIONS THE OFFICE DIRECTOR INSISTED ON KNOWING WHICH ITEMS WERE BEING TESTED. 
AUDIT TESTS FOUND THAT TRAVEL ADVANCES HAD NOT BEEN SETTLED MONTHS AFTER THE TRAVEL WAS TO HAVE BEEN COMPLETED, THAT APPROVED TRAVEL VOUCHERS OCCASIONALLY REFLECTED DEPARTURES FROH TRAVEL ITINERARIES ORIGINALLY PROPOSED, AND THAT ONE INDIVIDUAL WHO FILED SEVERAL TP.AVEL VOUCHERS DURING A SIX MONTH PERIOD COULD NOT BE VERIFIED AS BEING ON THE PAYROLL. 

TASJCS: 1. IdentitY the characteristics of illegal acts that exist. 

2. For one of the above characteristics, design aPPJ:q:>riate audit stets that t.O.lld help determine intent. 

3. Identify at least one fraud statute that my have been violated arr1 the correspc:n:tinJ element:a of proot ~. 
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SECTION 7 

CIVIL AND 

ADMINISTRATIVE ACTIONS 

SECTION VII. Civil and Administrative Actions 

Objectives 

This section briefly discusses the civil and administrattve actions 

available to EPA to obtain recoveries of fraudulently obtained funds. These civ1l 

and administrative actions are important in deterring and preventing 

fraud and should be pursued even if criminal actions are not likely. 

This section specifically addresses the new Program Civil Fraud Remedies Act 

and the EPA OIG Suspension and Debarment Program. 

Jt1I -I 



A. PROGRAM FRAUD CIVIL REMEDIES 
ACT OF 1986 

B. 

"Mini-False Claims Act" designed to authorize 
agencies to recover, administrat1vely, double 
damages and civil penalties on fraud cases 
below $150,000- if the DOJ declines 
prosecution. 

CAUSES FOR SUSPENSION OR DEBARMENT 

1. Civil and criminal judgments 

2. Criminal violation without prosecution 

3. Nonperformance on a contract 

4. Noncompliance with regulations, laws or 
standards 

5. Other practices showing lack of business 
integrity 

6. Debarment by another Federal agency 



Fraud Detection in EPA Projects 

CIVIL AND ADMINISTRATIVE ACTION 

Suspens1on and Debarment Program 

EPA 1 s policy is to do business only with contractors, grantees, and persons 
who are responsible, honest, and who comply with applicable rules and regu­
lations. EPA enforces this policy by suspending or debarring any organiza­
tion or person for acting improperly, having a history of substandard work, 
or willfully failing to perform on EPA or other Federally funded activities. 
Suspensions and debarments deny participation in Agency programs and 
activities to those who represent a risk of abuse to the Government. 

I • PURPOSI: 

A. Protection of the Government-contractor responsibility 
B. Cut down on exposure to corrupt corporations 
C. Only legal means to stop doing business with contractor 

II. GROUNDS FOR DEBAR~IENT - The Federal Aquisition Regulat1ons (FAR) provide 
the grounds for debarment. 

A. FAR 9.406-2 Causes for Deba~ent. The debarring official may debar 
a contractor for any of the causes listed in 1 through 3 following: 

1. Conviction of or civil judgment for--

a. commission of fraud or a criminal offense 1n connection 
with obtaining, attempt1ng to obtain, or performing a publ1c 
contract or subcontract; 

h. violation of Federal or State antitrust statutes relating to 
the submission of bids or proposals~ 

c. commission of embezzlement, theft, forgery, bribery, falsi­
fication or destruction of records, mak1ng false statements, 
or receiving stolen property~ or 

d. commission of any other offense indicating a lack of bus1ness 
integrity or business honesty which seriously and d1rectly 
affects the present responsibility of a ~overnment contractor 
or subcontractor. 

2. Violation of the terms of a Government contract or subcontract 
so serious as to justify debarment, such as --

a. willful failure to perform 1n accordance with the terms of 
one or ~ore contracts; or 

b. a history of failure to perform, or of unsatisfactory perform­
ance of, one or more contracts. 

3. Any other cause of so serious or compelling a nature that lt 
affects the present responsib1lity of a Government contractor or 
subcontractor. 
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Fraud Detection in EPA Projects 

CIVIL AND ADMINISTRATIVE ACTION 

Suspension an~ Debarment Program (continued) 

B. In addition to the firms and individuals debarred for the above 
causes the following firms and individuals are identified as 
11 ineligible. 11 

1. Contractors excluded pursuant to the Davis-Bacon Act, Walsh-Healy 
Act, Service Contract Act, or for violations of the Copeland 
Anti-Kickback Act, Contract Work Hours and Safety Act. 

2. Buy-American Act, 41 U.S.C. 10. 

3. Environmental Statutes 

a. Federal Water Pollution Control Act 33 u.s.c. 125; or 

b. Clean Air Act, 42 U.S.C. 1857. 

4. Equal Employment Opportunity, Executive Order 11246 

a. Violations of the Equal Employment Order 11246; 

b. Failure to submit acceptable affirmative action plans; or 

c. Failure to meet minority utilization goals 

C. Grounds for Suspension - FAR 9.407-2 are similar but stated more 
simply. Indictment for any of the enumerated crimes is stated to 
be adequate evidence for suspension. 

III. DURATION OF DEBARMENT AND SUSPENSION 

A. Duration of Debarment 

1. Generally does not exceed 3 years (credit for 11 time served 11
) 

2. !'fttce keyed to 11 responsibility 11 courts may permit showing of 
pPesent responsibility or corporate reforms 

B. Duratton of Suspension 

1. Normally not exceeding 12 months unless legal proceedings 
initiated, but if they have been, then until completed. 

2. Assistant Attorney General may request an additional 6 months. 



Fraud Detection in EPA Projects 

CIVIL AND ADMINISTRATIVE ACTION 

Suspens1on and Debarment Program (cont1nued) 

IV. GOVERNMENT-WIDE SCOPE OF DEBARMENT 

A. All execut1ve branch ~gencies. 

R. Covers contracts and subcontracts for which Government approval is 
requ1 red. 

C. Ooes not cover "contractors under grants 11 but agenc1es in which 
most of funds are given to others to contract with are developing 
"1 i nkages" between debannents of contractors and contractors under grants (HUD, DOT, EPA) 



SECTION 8 

SPECIFIC TYPES OF FRAUD 

FOUND IN EPA WORK 

SECTION VIII. Specific Types of Fraud Found in EPA Projects and Their 
Indicators 

Objectives 

This section synthesizes the information from the previous sections on 

general fraud schemes and their indicators and applies it to specific types 

of fraud found in EPA. Experience has proven that EPA contracts and pro­

jects are particularly vulnerable to certain types of fraud. This section 

outlines several of those fraud schemes and the indicators that can be 

used to tP.st for and identify the possibility of fraud. It should be 

emphasize~ that any questioned costs where funds were spent: outside 

the scope of the grant agreement, for items clearly ineligible for grant 

funding, for items that have been previously disallowed, in excess of 

industry standards, for unnecessary items, where supporting records of 

transaction5 are consistently unavailable or incomplete, with unapproved 

or fre~uent use of modifications or change orders, and, by splitt1ng 

contracts to avo1d the competitive bidd1ng process represents possible fraud 

instead of merely mistake if there appears to be any ind1cat1on of intent. 
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A. FRAUD FOUND IN EPA-FUNDED WORK 

1. tabor fraud 

2. Product substitution 

3. Antitrust violations 

4. Defective pricing 

s. Cost mischarging 

6. Progress payment fraud 

7. Contract modification fraud 

8. Corruption 

B. DEFECTIVE LABOR 

1. Falsely allocating costs to or from 
other contracts 

2. Padding the payroll with 

a. Fictitious employees 

b. Separated employees 

c. Excessive. false. or 
undocumented overtime 

C. LABOR FRAUD: BASIC CONCERNS 

1. Did the employees charge the project 
on which they actually worked? 

2. Were the proper rates and hours charged? 

3. Mire the specifications for the amount 
and type of labor accurate (or padded)? 

4. ~ere the employees claimed to have 
been paid actually employed? 

5. Were the employees paid the amount claimed? 



D. FRAUD FOUND IN EPA-FUNDED WORK 

1. Excessive or unusual labor charges by 
personnel who are normally part of 
overhead 

2. Abrupt changes in labor charge levels 
for no apparent reason 

3. Labor time and charges 1nconsistent 
with project progress 

4. Inability of contractor to immediately 
supply t1me cards upon demand 

5. Time cards show consistent erasures 
or alterations 

6. Time cards c001pl eted by supervisor 

7. Low-level work charged by high-level 
wage earners 

E. LABOR FRAUD: sur,GESTED AUDIT STEPS 

1. Verify standard costs 

2. Check time records 

3. Compare payments to claims 

4. Interview workers about how work 
is being charged 

5. Perform head count 

6. Analyze changes or adjustments 

7. Do trend analysis 

F. DEFECTIVE PRICING 

1. False vendor costs for goods 

~ • Fa 1 s e bi 111 ng s 

3. Exchanged checks and 
fictitious corporations 

4. Overpayment and refund 

5. Overcharge and kickback 
by vendor 



G. DEFECTIVE PRICING: INDICATORS 

f. Pars1stent or repeated defective pricing 

2. Fa111ng to update data when prices 
decreased 

3. Use of unqualified personnel to develop 
data 

4. Falsification or alteration of supporting 
data 

5. nenial of existence of historical data 
that was later found 

6. Failure to make complete disclosure of 
data 

7. Protracted delay in release of data to 
Government to preclude possible price 
decrease 

8. Employment of persons who previously 
defrauded the Government 

q. Inentical high salary history data on 
employees or consultants 

H. ANTITRUST ACTIVITIES 

Agreements to: 

1. Adhere to published price list 

2. Raise price by stated increment 

3. Establish, use, or eliminate 
discounts 

4. Not advertise prices 

s. U!e stated price differentials based 
on quantity, type, or size of product 



Practices or Events.that may Evidence Collusive Bidding or Price 
Fixing are: 

1. Bidders Who are qualified and capable of performing but who fail to 
bid, with no apparent reason. A situation where fewer compet1tors 
than normal submit bids typ1fies this situation. (This could 1ndicate 
a deliberate scheme to withhold bids.) 

?. Certain contractors always bid against each other or conversely 
certain contractors do not bid against one a~other. 

3. The successful bidder repeatedly subcontracts work to compan1es that 
submitted higher bids or to companies that picked up bid packages and 
could have bid as prime contractors but did not. 

4. There is an apparent pattern of low bids regularly recurring, such as 
corporation "x" always being the low bidder in a certain geographical 
area or in a fixed rotation with other bidders. 

5. Failure of original bidders to rebid, or an identical ranking of the 
same bidders upon rebidding, when original bids were rejected as 
being too far over the Government estimate. 

6. A certain company appears to be bidding substantially higher on some 
hid~ than on other bids with no logical cost differences to account 
for the increase, i.e., a local company is bidding higher prices for 
an item to be delivered locally than for delivery to points farther 
away. 

7. ~idders that ship their product a short distance bid more than those 
who must incur greater expense by shipping their product long distances. 

8. Identical bid amounts on a contract line item by two or more con­
tractors. Some instances of identical line item bids are explainable, 
as suppliers often quote the same prices to several bidders. But a 
large number of identical bids on any service-related item should be 
viewed critically. 

q. Bidders .frequently change prices at about the same time and to the 
same extent. 
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Practices or Events that may Evidence Collusive Bidding or Price 
F1x1ng ar~: (continued) 

10. Joint veftture bids where either contractor could have bid individually 
as a pr~. (Both had technical capability and production capacity.) 

11. Any incidents suggesting direct collusion among competitors, such as 
the appearance of identical calculation or spelling errors in two or 
more competitive bids or the submission by one firm of bids for other 
fi nns. 

12. Competitors regularly socialize or appear to hold meetings, or other­
wise get together in the vicinity of procurement offices shortly 
before bid filing deadlines. 

13. Assertions by employees, former employees, or competitors that an 
agreement to fix bids and prices or otherwise restrain trade exists. 

14. Bid prices appear to drop whenever a new or infrequent bidder submits 
a bid. 

15. Competitors exchange any form of price information among themselves. 
This may result from the existence of an "industry pr1ce list 11 or 
"price agreement" to which contractors refer in formulating their 
bids or it may take other subtler forms such as discussions of the 
"right price." 

16. Any reference by bidders to "association price schedules," "industry 
price schedules," "industry suggested prices," "industry-wide prices," 
or "market-wide prices." 

17. A bidder's justification for a bid price or terms offered because 
they follow the industry or industry leader's pricing or terms. This 
may include a reference to following a named competitor's pricing or 
terms. 

18. Any statements by a representative of a contractor that his company 
"does not sell in a particular area" or that "only a particular firm 
sells in that area." 

19. Statements by a bidder that it is not their turn to receive a job or 
conversely that it is another bidder's turn. 

20. Differemrgroups of contractors appear to specialize in Federal. 
State, or local jobs exclusively. 

21. There is an inexplicably large dollar margin between the winning bid 
and all other bids. 



I. EXAMPLES OF COLLUSIVE BIDDING 

r. Bid suppression or limiting 

2. Complementary bidding 

3. bid rotation 

4. Market division 

J. COST MISCHARGING 

K. 

Contractor charges the Goverrment for 
costs which: 

1. are not allowable 

2. are not reasonable 

3. cannot be directly or indirectly 
allocated to the contract 

r.o~T MISCHARGING - UNALLOWABLE COSTS 

1. Advertising costs (with exceptions) 

2. Rid/proposal costs exceeding a set 
1 i 111i t 

3. Stock options or other deferred 
cOfTlpensat ion 

4. Contingencies 

s. Entertainment costs 

6. Cont ri but ions or donations 

7. Interest 

8. Independent R/0 costs exceeding a set 
limit 

9. Cost of idle facilities (with exceptions) 

10. Losses on other contracts 

11. Long-term leases exceeding ownership 
costs 

12. Legal costs related to a contractor•s 
unsuccessful defense against charges of 
contract fraud 
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L. DEFECTIVE PRODUCTS 

1. Sbbst1tution of inferior products 
fOr those specified 

2. False test results 

3. False certification of 

a. Tests 

b. Compliance with 
specifications 

M. PRODUCT SUBSTITUTION 

Attempts by contractors to deliver 
goods to the Government which do not 
confonn to contract requirements: 

1. Without informing the Government 
of the deficiency 

2. While seeking payment based on 
delivery of products or services 
alleged to conform 

N. PRODUCT SUBSTITUTION: INDICATORS 

1. Delivery of look-alike goods made from 
nonspecification materials 

2. Materials not tested as required by 
contract 

3. Foreign-made products when domestic was 
required 

4. -'!-ck-on 11 HAOE IN USA11 emblems 

5. i;.es with part of label always obliterated 

6. Goods always defaced in the same area 

7. Goods without I.D. or specification plate 

8. Goods that seem used when new was required 

9. Differences between goods that should be 
sane 

10. Hissing source origin documentation 
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O. PROGRESS PAYMENT FRAUD 

Contractor requests payment 
based on: 

1. Falsified direct labor charges 

2. Material costs for items not 
actually purchased 

3. Falsified certification of a stage 
of completion or work accomplished 

P. PROGRESS PAYMENT FRAUD: INDICATORS 

o. 

1. Fi nns with cash flow prob 1 ems 

2. Payments that do not coincide with 
contractor's plan or capacity 

3. Claims for materials for which 
the contractor has not paid 

PROCESSING PAYMENTS 

1. Review reports on progress of work 

?.. Tie payments to definite tasks or 
milestones 

3. Compare invoice data to work status 
reports 

4. Detennine if payments were suspended 
or work was stopped 

5. Track total payments to the contract 
terms 

6. Determine if work was completed before 
contract award or notice to proceed 

7. Resolve monitoring or audit findings 
before making final payment 

8. Segregate duties 



R. CONTRACT MODIFICATIONS 

1. Adequate documentation 

2. Justification of 

a. Need 

b. Noncompetitive procurement 

c. Benefit to Government 

3. Cost or price analysis 

4. Proper advance approval 

S. CORRUPTION 

1. Conspiracy 

2. Conflict of interest 

3. Embezzlement 

4. Conversion 



SURCONTRACTOR KICKBACKS 

1. Introduction 

Recent Senate hearings focused on abuses in subcontract management, 
specific~lly subcontractor kickbacks. It was estimated in testimony at 
those hearings that from 10 to 50 percent of all subcontractors are 
involved in some type of payment scheme. The abuses could range from 
paying for a buyer's lunch to payoffs in the thousands. Wlth subcon­
tracts for DOD procurements running $47 billion in FY 1984, subcontract 
kickbacks and substantial sums to the price of everything the Government 
buys. 

Subcontractor kickbacks are apparently a widespread, longstanding, and 
entrenched practice. Buyers can easily disguise kickback situat1ons by producing documentation to demonstrate and JUStify the award of a pur­
chase order. Kickbacks occur most frequently in subcontracts under 
$100,000. Purchase orders under $10,000 are extremely vulnerable because 
of lack of scrutiny. 

Unfortunately, standard audit approaches and contractor purchasing system 
reviews are not likely to uncover subcontract kickbacks. The documenta­
tion involved appears legitimate and the paid invoices usually do not 
reflect the kickbacks. Instead, internal control reviews should be used 
to assess the contractor's vulnerability in these areas. The fa1lure of 
the contractor to monitor and control its employees' activities properly 
contributes to the problem through lack of attention and inaction. 

2. Background 

Kickback schemes are arrangements between subcontractors and the pr1me 
contractor's buyers, high level officials or even owners. The subcon­
tractor agrees to pay a percentage of all subcontracts awarded to the 
subcontractor by the prime. One kickback scheme is called a "bump" 
agreement. In these cases, the prime's agent tells the vendor how much 
he or she can raise the bid and still be low bidder. Another system 1s 
courtesy bidding. Courtesy bidding revolves around various vendors 
taking turns being the low bidder. When a company is not designated the 
low bidder, it submits an artificially high bid to protect the des1gnated 
vendor's bid. In other instances, the contractor's agent may disclose 
the legitimate bids to the designated vendor so he or she can underbid 
thP competition. The contractor's representat1ve may also disqualify 
legitimate low bids on the bas1s of technical or financ1al capability 
and award the subcontract to the preferred vendor. 

Kickbacks can be in various forms. Cash, illegal drugs, cars, appliances, 
tools, airline tickets, package vacations have all been used as payoffs. 
In some extreme cases, the recipient of the kickback has sent bills to 
the subcontractor for purchased iteMs or used the subcontractor's credlt 
cards for purchases. 

The subcontractor could also pay kickbacks to a nonexistent company or 
one that is created solely to facilitate payments from the subcontractor 
to the recipient of the kickback. These payments may be for consult1ng 
services or services and mater1als which appear related to the contract, 
however, when canpared to overall costs and other actual charges, they 
show up as unusual. 



3. Fraud Indicators 

a. Poor contractor internal controls over key functional areas, such as 
purchasing, receiving, and storing. 

b. Lack of subdivision of duties between purchasing and receiving. 

c. Lack of rotation or subdivision of duties in the purchasing depart­
ment. Buyers should be rotated to prevent familiarity with specific 
vendors. 

d. None or few contractor policies on ethical business practices. 

e. Poor enforcement of existing contractor policies on conflicts of 
interest or acceptance of gratuities. 

f. Purchasing employees maintaining a standard of living obviously 
exceeding their income. 

g. Instances of buyers or other employees circumventing established 
contractor procedures for competition of subcontracts. 

h. Poor or no established procedures for the competition of subcontracts. 

i. Poor documentation of sole source award of subcontract. 

j. Poor documentation of award of competitive subcontract. 

k. Lack of competitive awards. 

1. Nonaward of subcontract to lowest bidder. 

m. A one-time payment to a company for services or materials usually 
bought fr~ another vendor(s}. The kickback recipient could be 
using the company to obtain his payoff. 

4. r.eneral Comments. Detection of subcontract kickbacks is difficult. 
Standard audit procedures normally will not uncover such schemes. The 
auditor must be alert to obvious weaknesses in the contractor's internal 
controls which make taking payoffs easy instead of difficult. Audits 
of the contractor's material purchasing, receiving, and storing systems 
will po11t out other weaknesses or noncompliance with existing con­
tractor ~11cies and procedures. Physical verification of the existence 
of 1nventar1es or materials charged direct to a job will also show how 
vulnerable the contractor's system is to fraud. A subcontract manage­
ment review may be the best way to evaluate the contractor's policies 
and procedures for awarding subcontracts. This could assure that the 
contractor is following the proper procedures. 



ACCOUNTING MISCHARGE$ 

1. Scenario. A sampling of time cards revealed that time card 
alterations were pervasive. Time card changes for engineering and 
production personnel were either made before or after the time cards 
were keypunched fr.~ payroll preparation and labor distribut1on. In some 
instances, alterations were made by erasures or typing correction flu1d; 
and changes were made by lining out the or1ginal job order/proJect 
number and substituting another number. Analys1s of job cost records 
showed that labor costs were switched: (1) from CPFF overrun contracts 
to those with remaining funds, and (2) from Government FFP/commercial 
contracts to CPFF contracts w1th available funds. 

Inrlicator. In the course of auditing labor charges to Government 
contracts, many instances were found where time cards were altered 
without evidence of approval by the employee or supervisor. Also, 
review of established internal controls disclosed that the contractor 
did not have a written policy on changes or corrections to time cards. 

Monetary Imlact. Over 5,000 hours were transferred equating to a 
benef1t of 110,000 to the contractor. 

b. Scenario. The time sheets and accounting records did not show charges 
to one or more of the jobs on which employees had identified during the 
floor check. The mischarging involved charges to two overhead accounts 
instead of fixed-price commercial and Government T&M contracts. 

Indicator. While conducting a review of timekeeping procedures which 
included observations of work areas, the auditor discovered that 
employees were being directed by management to charge overhead accounts 
for work done on fixed-price commercial and Government T&M contracts. 

Monetary Impact. Estimated overcharges to Government cost-type 
contracts totalled $500,000. 

c. Scenario. Many original time report entries had been obliterated by 
applying typist snopack (white ink) on both the face and reverse of 
the time report so that another entry could be substituted. The 
employee semi-monthly time reports were summarized on a Monthly Labor 
Distribution Summary {MLDS) to support the direct labor billed to the 
Government. The auditor found that the MLDS was also altered to 
match the entries on the employee semi-monthly time reports. The 
effect of the alterations sh1fted labor costs from commercial contracts 
to Government contracts. 

Indicator. During a review of d1rect labor costs charged to Govern­
n~nt cost reimburs~ent-type contracts, the auditor noted considerable 
alterations of employee's semi-monthly time reports. 

Monetary Imeact. The magnitude of the mischarged labor cost and 
applicable 1ndirect expenses amounted to $475,000. 



Scenarios of Potential Fraud -- Mak1ng the Referral 

Scenario 1: Mh11e reviewing claimed equipment rental costs, you noted that 
the supporting vendor invoice's serial numbr was neither compatible in 
tyographical size nor in numerical sequence with other vendor invoices 
submitted during the period. It was also noted that the typed statement 
on the invoice "Paid in Full (Cash), 30 September 1980" was in larger 
typeface than preceding paid invoices from the same vendor. A review of 
the general ledger receivable account at the vendor location revealed no 
record of this transaction. You ascertained that the contractor used a 
"dulll11y" vendor invoice to support the estimate. 

Scenario 2: During discussions with a vendor company off1cial, you learned 
the quotes had not been furnished to the contractor. The contractor had a 
supply of signed blank supplier's quotation forms which he used to support 
the proposed inflated prices. The supplier said he had provided the con­
tractor with the blank forms with the proviso that, after the contractor 
completed the forms, they would be returned to him for validation. 

Scenario 3: You conducted a labor floor check with the assistance of a 
Government technical representative and observed that several eng1neers 
were charging an overhead account for work effort which should have 
classified as either Independent Research & Development (IR&D} or Bid and 
Proposal (B&P). Also, examination of the engineers• notebooks confirmed 
that the effort was IR&D/B&P and not other indirect effort. {The company 
required engineers to maintain notebooks to record notes, idea sketches, 
computations, illustrations, etc.) Had such work been charged to the 
proper IR&D or B&P project, the contractor would not have received 
reimbursement from the Govern~ent since the authorized ceiling amounts 
had been exceeded. 

~cenario 4: Examination of the job site equipment listing revealed that 
two material hoists were never assigned to the job site, although $15,000 
was claimed for rental. Further analysis of the equipment list equipment 
transfer dates showed that other equipment costs were overstated by $28,000. 
In addition, the contractor included $27,000 in the claim for "Operating 
Engineers" to operate the material hoists. The contractor proposed $65,000 
for job supervision and engineering--ostensibly representing the salaries 
of 10 employees for the entire 125-day delay period. A comparative exami­
nation of the employee listing with payroll records disclosed that some 
individuals .. re either hired by the company during or after the claimed 
delay period br were transferred from other contracts to the subject contract 
during the delay period. Excessive costs of $25,000 were questioned. 

ji1I.- /2. -J 
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Scenario 5: Whfle reviewing equipment rental costs of $62,000 relat1ng to 
a 200-ton crane, you requested as documentation, a lease agreement and 
respective invoices. The lease agreement and the initial invoice showed 
that the crane was delivered to the work site during June 1986, w1th the 
first payment covering the period 27 June 1986 to 26 July 1986. The costs 
claimed for the crane were incurred after the purported delay per1od 
(15 January-30 June 1986); therefore, the contractor had no basis for 
including the rental costs in its claim. The contractor could not offer 
any basis or rationale for its inclusion. 

Scenario 6: The contractor included $70,000 for materials in its PPR 
supposedly invoiced by the vendor company. Close examination of the invoice 
indicated it was fictitiously prepared using another canpany's invoice. 
Information on the earlier invoice was eliminated with correction fluid, 
except for the "canpany name 11 and "sold to" infonnation. False infonnation 
pertaining to a purchase was entered on the forged invoice, e.g., descrip­
tion of the material quantities and monetary extensions. 

Scenario 7: A prime contractor submits a proposal to EPA which 1ncludes a 
subcontract for a major piece of equipr~ent using the subcontractor's 
bud9etary quota to support the price of the piece of equipment. Within a 
few days of sending the budgetary quote, the subcontractor provides f1rm 
quotes in response to a request from the prime contractor. 

You hegin a review on the contract and find the price of the equipment is 
different than the one proposed. The review also shows that, at the time 
of price agreement, the contractor had both budgetary quotes and firm 
quotes. The firr~ quotes were lower than the proposed prices, but th1s 
1nfonnation was not disclosed to the Gover1111ent. The date on the finn 
quotes were within a few days of the budgetary quotes and, in some instances, 
were recP.1ved on the same day. None of the finn quotes were ever disclosed. 

Scenario 8: A contractor submits a proposal for a follow-on contract to 
pa1nt a building that is part of a wastewater treatment plant under construc­
tion and says that he will use the prior contract as a basis of support1ng 
the proposed labor costs for the follow-on contract. 

The contractor uses learning curve techniques to arrive at the cost est1mat1on 
for the labor hours. Everything seems to be in order and properly disclosed. 
The contractor prepares the proposal by using the painters' labor hours t1mes 
the labor rite. The contract is negotiated based on the cost and pric1ng 
data. What the contractor fails to disclose is that on the previous contract. 
painters, painter helpers, and laborers were used to do the JOb. 

During the contract perforr~ance, the company sends status reports list1ng 
the hours 1ncurred on the previous contract and the painter labor rate. As 
part of your review, you ask for the labor records. The contractor tells 
you that the timecards and other labor records have been destroyed. 

An additional review of the payroll records shows that the workforce was 
evenly split between painters, pa1nter helpers, and laborers. You_ also f1nd 
that other painting contracts had the same labor mix. 

i11I -12-l. 



EXAMPLES OF DEFECTIVE PRICING 

EPA Pays 
Excessive Amounts 
for Emergency 
Cleanups of 
Hazardous Wastes 
Problem 

The urgent need for 
emergency hezardoua weate 
cleenupa led EPA to ewerd 
multimillion doller contracts 
for Emergency Response 
Cleenup Servu:es IERCSI with 
limited competition end 
without eaaurences thet the 
negotilted retts were 
reeaoneble. As • result. EPA Ia 
pey1ng excaalve emounu for 
the emergency cteenupa. 
Beck ground 
Followmg Superfund 
authonzatron rn 1980. EPA 
rnrtrally used Notrce to Proceed 
contracts authorrzrng a specrfrc 
frrm to perform emergency 
cleanups However the rates 
and other terms of the contract 
were frequently not frnalrzed 
untrl the cleanup was well 
underway or completed The 
ERCS contracts were meant to 
provrde a better approach for 
obtarnrng cleanup servrces by 
drvrdrng the country rnto four 
geographrcal zones wrth an 
ERCS contractor responsrble for 
emergency cleanups rn each 
zone The zone contracts 
specrfred 126 equrpment rtems 
and labor categones for whrch 
frxed rates were negotrated 
Other servrces were 
rermbursable under a 
cost-plus-frxed-fee arrangement 
The potentral value of the 
contracts over a 3-year perrod 
was $186 mrllron Actual 
cleanup work for specrfrc srtes 
was autnorrzed through 
rndrvrdual delivery orders 

Item 

We Found Thet 
On the twelve ondovodual delivery 
orders audoted ERCS 
contractors were pard an 
average markup of 40 percent 
over theor labor costs and labor 
boiled to EPA under the frxed 
rates ranged from 14 percent to 
1 03 percent over the 
contractors actual costs 
Contractors brlled labor at 
holrday and ovenrme premrum 
rates even though they 
freQuently drd not pay these 

hrgher rates to theor employees 
Contractor and subcontractor 
employees who are workong 
away from nome are allowed 
per drem expenses to cover 
food and lodgong However we 
found that per drem expenses 
were rnvorced to EPA woth an 
average 10 percent markup or 
$25 452 more than actual 
expenses 

Below are some examples of 
the ovenrme rates cnarged but 
not pard 

~ b11mftld Com 0\'eftlme Merllup 
ContrKI Rates 

Chemrcal Engrneer $4154 $58 80 42% 
Clerk $14 14 $21 50 52°/c 
Response Manager $3558 $64 10 80% 

Equrpment rtems were brlled 
to EPA wrth marlcups over cost 
rangrng from averages of 143 
percent on monthly rates to 321 
percent on hourly rates 
Markups on rndiVIdual rtems 
varred from 37 percent under 
costs on a partrcular prckup 
truck to an rnstance when the 
contractor brlled EPA 160 trmes 

the cost of a trash pump at the 
frxed rate 

Below rs an example of a 
commonly used rtem whrch was 
excessrvely marked up 
personal protectron eQurpment 
(level Bl. rncludrng chemrcal 
resrstant. and drsposable 
clothrng wrth nard hat 2-way 
radro. and breathrng apparatus 

D.lt-v Order Amountlllled EltiiMtlod Cost Marl! up 
1 s 100 
2 26087 
3 8.675 

Total $34.862 

The ERCS contracts provrded 
for subcontractrng transponatron 
and drsposal of hazardous 
wastes from cleanup srtes by 
the four zone contractors We 
found that of $1 2 mrllron rn 
transportatron and drsposal 
servrces we rev•ewed. $240 500 
of cost may nave been tncurred 
unnecessaroly by the Agency as 
a result of poor procurement 
practrces of the zone 

... ~ &umfted 

$ 12 864% 
4.925 430% 
4.208 106% 

$9145 281% 

contractors We found rnstances 
where the lowest brdder was 
not selected and where EPA 
pard rates that were hogher than 
rates cnarged .. preferred 
customers" 

Below are examples of some 
addrtronal commonly rented 
ttems whrch were excess•vety 
marked up Mark uos vary 
based upon the rental oerrod 

,."':t: Rlnt• of MlrlluPt 
Billed 

Stakebed Truck (2·ton) $2 95. $510 94 $ 16. $1 365 442%. 167% 
Hand Tools $16-$346 s 11 . s 126 6 775% . 3 542% 
Decontamrnatron Trarler $4 64. $100 46 $300. $3 000 6 473%. 2 886% 
Trash Pump (2-rnch) $ 10. $ 17 32 $ 16.$945 1 5 900% . 5 356% 



New York Firm 
Indicted for $6 
Million Fraud 
M1cnael Gelb and Thomas Gelb. 
pres1dent. v1ce pres1dent. and 
sole owners of Federal 
Cnandros. Inc (FCIJ. were 
1nd1cted on February 11 . 1987 
for fraud on the EPA-funded 
Owls Head Wastewater 
Treatment Plant pro,ect 1n 
Brooklyn. New York. on wh1ch 
FCI was the pnme electncal 
contractor Accordmg to the 
md1ctment. the Gelbs were 
1nvolved 1n a contmu1ng scheme 
between 1980 and 1986 to 
defraud the City of New York by 
subm1tt1ng false or altered 
cla1ms for payment 

The 1nd1ctment charged that 
FCI obtained a total of S6 m1lhon 
1n Illegal payments and cred1ts 
on electncal contracts from 
vanous City agenc1es Bes1des 
the EPA-funded Owls Head 
proJeCt. the Gelbs were charged 
with defrauding the City on 
electncal proJects for the New 
York C1ty Trans1t Authority, the 
New York County Supreme 
Court. the New York C1ty Pollee 
Department. and the 
Metropolitan Museum of Art 
The Gelbs allegedly 

PhOtOCOPied InVOICeS pa1d by 
FCJ. altered the dollar amounts 
and dehvery 1nformat1on. 
rephotocop1ed the 'nvo1ces to 
d1sgu1se the alterations and 
subm1tted them for 
reimbursement In add1t1on. they 
allegedly subm1tted totally 
f1Ct1t1ous cla1ms Se,zed records 
of FCI mcluded numerous blank 
1nvo1Ces and stat1onery of other 
vendors 

The 1nd1ctment charged the 
Gelbs w1th fraud 1n connect1on 
w1th the employment of 
m1nonty busmess enterpnses 
(MBE) to meet Federal and c1ty 
contractual reqUirements on the 
Owls Head proJect and other 
contracts Allegedly, the Gelbs 
fraudulently rece1ved cred1t for 
$5 3 m1llion under the MBE 
program 

Th1s 1nd1ctment resulted from 
the 101nt 1nvest1gat1ve efforts of 
the EPA Off1ce of Inspector 
General the OIG lor the New 
York City Department of 
Env~ronmental ProtectiOn. the 
Federal Bureau of 
InveStigations and the New 
York C1ty Department of 
lnveSt1gat10ns 

Pipe Supplier Prosecuted in Conspiracy Scheme 
The owner and operat1ng manager of a New York City p1pe company pled guilty of consp1nng to transport stolen p1pes that were to be used on E0 A-funded wastewater 
treatment pro1ects 1n New York C1ty and to defraud the Internal Revenue SeNJce 

Both oetendants admitted pay1ng New York C1ty 
employees respons1ble for mamtam1ng the c1ty s p1pe 
yard~ about $250 000 1n bnbes for access to the matenal 1n those yards The defendants subsP.quently stole and resold p1pes to the contractors do1ng busmess w1th the City on EPA funded and other pro1ects 

Tney created and SL.PPiled c1ty contractors w1th 
aoprox1mately $3 million worth of fictitious 1nvo1ces for 0)1pes used on c1ty pro,ects and pay1ng the contractors 
suostant1al 1uckbacks laundered through the~r own shell and other corporations 

ln8dequ.te Documenbtlon Cre•tes Dlullow•nces for Ch•rteston, West Vlrgini•. Grent" 
Desp1te rece1v1ng a $16 8 m1lhon sewage treatment gran·. the Elk P1nch Public Serv~ce D1str~ct's recordkeep1ng and 
accounting pract1ces d1d not comply w1th EPA and F~~rru regulations InsuffiCient support, duplicate entnes. 1nc!BFV~J part1C1pat1on formulas. and the cla1mmg of unrelated 
expenses led to $926.870 m questiOned costs We also set as1de $1 7 m1lhon. pnmanly assoc1ated w1th 
architectural and eng1neenng fees. unt1l further 
documentation could be prov1ded 
The regiOnal offlctals susramecl S7.275.227 of questtoned and ser-astde cosrs as a result of thts audit 

CoMtructlon ~Poor, ............. u............,a._..Onlln ._. 111 EPA'•., Million DINIIow•ra of GnfltR'I Clllllt 
The Middlesex County Ut11it1es Authonty '" Sayr8VIIIe, New Jersey. rece1ved three construCtion grants totalling $80.3 m1lhon to 1mprove and upgrade 1ts sewage facd1t1es. We questiOned $3.8 m1ll1on due to constructiOn delays, 
unauthonzed change orders. the submiSSion of 1nsuffJaent cost documentation. and expense cla1ms that were not w1th1n the o;cope of the grant 

Cost overruns. constructiOn delays. uncer1alnty of 
performance. and change orders also accounted for about S13 million 1n set-as1de costs 
As a result of our recommendatiOn that questionable costs be disallowed and that the eltgtblltty af set-aSide costs bfl evslullted, RegKK~ 2 susramecl S9.784,252 of the amount ~ questiOned or set aside. 



Five Indictments 
Short Circuit 
Electrical 
Contractor's Bid 
Rigging Scheme 
Dynalectnc Company, McLean. 
V1rg1ma. F1schbach and Moore 
Inc. Dallas. Texas. Paxson 
Electnc Company, Jacksonville. 
Flonda. G W Walther Ewatt. 
Pres1dent of Oynalectnc 
Company and Wesley C 
Paxson. Sr. Pres1dent of Paxson 
Electnc Company were all 
1nd1cted on September 19. 
1986. for matl fraud and 
unreasonable restratnt of trade 
and commerce 1n VIOlatiOn of 
the Sherman Act 

The defendants were charged 
w1th consp1nng to ng b1ds and 
f1x pnces on an electncal 
constructiOn subcontract on the 
EPA-funded Snapftnger Creek 
Waste Water Treatment ProJect. 
DeKalb County, Georgta 

The tndtctment charged the 
defendants w1th subm1n1ng 
collus1ve. noncompet1t1ve btds 
so that Paxson Electnc would 
be the low btdder and rece1ve 
the electncal constructton 
subcontract at the arttftctally 
htgh sum of $4.915 000 

In retum for FISChbach and 
Moore's part1C1pat1on 1n the 
scheme. Paxson Electnc 
allegedly agreed to forgtve tiS 
preex1sttng debt of $89.330 06 
In return for Dynalectnc's 
part1C1pat1on. Paxson Electnc 
allegedly agreed to form a Stlent 
101nt venture w1th Oynalectnc 
pursuant to whtch Oynalectnc 
would rece1ve 50 percent of the 
prof1ts earned from the 
performance of the subcontract 
and Paxson allegedly then pa1d 
Dynalectnc $880.000 as 1ts 
share 

These 1nd1ctments resulted 
from the 101nt efforts of the 
Department of Justtce Antitrust 
DIVISIOn and the EPA Off1ce of 
Inspector General 

EXAMPLES OF ANTITRUST VIOLATIONS 

Elec:triCIII Contr1cton Rig Bids on Chattanooga Project, Fined 1900,000 

Commonwealth Electnc Company !CECl and Ftschbach 
and Moor. Inc (FMI) were tnd1cted on July 2 '986 for 
unreasonable restratnt of trade and commerce tn v1olatton 
of the Sherman Act The 1nd1ctment charged that CEC and 
FMI agreed that CEC would be the low btdder on tre 
EPA-funded Moccastn Bend Wastewater Treatment Plant 
prOJeCt 1n Chattanooga, Tennessee and tn return for FMI s 
partiCipatiOn 1n the consptracy, CEC would make a payoff 
to FMI out of the proftts CEC expected to earn from the 
contract or CEC would submtt a collustve artlftcally-htgh 
and ngged btd for FMI on a future proJect 

FMI was conviCted and ftned $500,000 and CEC pled 
nolo contendere and was f1ned $400 000 on September 
29. 1986 EPA tS seektng CIVIl recovenes from FMI and 
CEC 

Conspir11cy to Rig Election and Bids on Sewer Protect 
Bnan Ingber. Supervtsor of the Town of Fallsburg, New 
York. Howard Ingber. Wayne Ptmos. Thomas Peck and 
Servtce Scaffold. Inc . lngbers· famtly bustness were 
charged w1th conspmng to rtg btds so that Servtce 
Scaffold. Inc , would have an advantage 1n wtnntng an 
equ1pment supply contract on a $24 mtllton sewer proJect 
The defendants allegedly man1pulated the btddtng process 
by conveytng false 1nformat1on to compet1ng btdders and 
concealing Bnan Ingber's conflict of Interest between hiS 
bustness and offtCtal pos1t1on whtch 1ncluded admtmstenng 
the sewer proJect 

The defendants were also charged wtth nggtng Ingber's 
1983 electton as Superv1sor by forgmg the Signatures of 
regtstered voters on ballots and fraudulently obta1n1ng 
Stgned absentee ballots 

Bnan Ingber was convtcted on January 16. 1986. of mall 
fraud for torgtng absentee ballots dunng h1s 1983 election. 
Bnan Ingber was convtcted agatn along w1th Wayne Ptmos 
on June 18. 1986. for false statements and Bnan Ingber 
and Sev1ce Scaffold. Inc . were found gu1lty of mall fraud 



Electrical Contractor Fined for Bid Rigging 
An electncal contractor of Huntrngton West Vrrgrnra pled gurlty on Mav.8. 1987. and was frned $50 000 for 

consornng wrth others to ng brds on a $2 mrllron 
EPA-funded wastewater treiltment pro1ect rn Huntrngton. West Vrrg•n a 

The contractor subf'T'rtted Jn rntentronally-hrgh and 
noncompetrtrve brd on the pro1ect. artrfrcrally rarsrng the prrce of a contract awarded tl) a co-consprrator In return. the co-consprrator pa:d the contractor rn the form of 
electrrcal constructron materrals 

Contractor Convicted and Fined for Bid AJning 
The Modem Electrrc Company (MEC) of Statesvrlle. North 
Carolrna, and company offrcer E Eugene Carson along wrth co-consprrators were convrcted on January 9. 1985, 
of submrtlmg collusrve. norK:ompetttlve b1ds to Boone. Nonh Carolma. so that one of the consp1rators would be 
awarded a $247,639 contract for electncal work on an EPA funded protect On February 25. 1985. MEC was f1ned 
$10,000 and Carson was f1ned $2.500 and sentenced to 120 days 1n a work release program to perform community servrce 

ProMcution for Bid Rigging 
The '"' c; Moore Co . Inc . of Greenwood, South Carolina. pleaded gu1lty on July 25. 1985 to ngg1ng btds 1rt-VIOiatlon 
of Sect ron 1 of the Sherman Antttrust Act ( 15 U S C. 1 )_ In the Apnl 4. 1985 tndtctment Moore Co along wrth 
co-consprrators were charged wrth submtttlng colluSMt btds so that one of the consptrators would recetVe an 
award of $1.689,820 to work on the EPA funded 
Winnsboro Sewage System Improvement Prof8d Moore 
Co was ftned $50.000 Actions by Reporung Penod. Fiscal 1985 

• W E Boyetle and hrs company. Watson Electnc 
Company. W1lson. Nonh Carolina. were each debarred for 
two years on Apnl 15, 1985 On March 12. 1985. Boyetle and Watson Electnc pled guilty to charges that they and co- consprrators subm1t1ed collusrve non~ompetttrve btds 
on a, electrrcal contract at a wastewater treatment facrlrty 
rn Orange County. South Carolina The collusrve brds were 
subm1t1ed so that an anrf1cally hrgh contract award of 
$626.300 would be made for an EPA-funded pro,ect 
Boyetle was semenced to 7Y2 months rmpnsonment 
Watson Electnc Company was f1ned $248,000 
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EXAMPLES OF COST MISCHARGING 

Contractor B1lled EPA $600,000 in 
Excessive Costa. 
Several Contraciors perlormrng emergency cleanup ac­
tiOns under the Superfund program overcharged the 
EPA more than $600.000 by b1ll1ng at rates that were 
excess1ve compared to those charged on s1m1lar con­
tracts The problem of excess1ve rate charg1ng was 
chron1c because contractors were employed on an 
emergency bas1s before negot1at1on of terms We rec­
ommended that proper contracting and procurement 
controls be Implemented and enforced 

Grantee Final Construction Grant Claim Includes 
Over $1.4 Million of Ineligible or Unapproved 
Costs that were Sustained 
The West County Ager.cy of Contra Costa Co~mtv cla•rned 
$3 732.990 of questionable expenditures for the 
consuuct10n of a wastewater treatment lacil•tY 1nclud1ng 
over $1 m•llton prev•ously diSallowed by EPA and 
$1 226 335 of techn1ca1 serv1ces costs wh1ch exceeded 
reasonable amounts overstated actual 1nd1rect costs were 
outs1de of the approved protect scope. and were applicable 
to the 1neltg•ble ponton of the constructiOn 

The Reg1onal Admm1straror. Req10n 9. srJsramed 
$1 449 621 Federal share of the costs questioned or set 
as1de and deferred $449.916 pendmg a techmcaf reVIew ol 
a conrractor's settlement cla1m 

12.4 MIIMon Dlullow.d on Merced, c.llloml1, Sewege 
G111nt 
The etty's finance department customanly processed 
construction and engmeenng cla1ms w•thout f1rst 
determmmg 1f they were el1g1ble proJect costs As a result. 
the C1ty of Merced cla1med $1.586.059 of unallowable 
costs 

We also set as1de $831.491 of .nterest that the grantee 
eamed on a duplicate cla1m lor 1nehg1ble construction costs 
and $136.650 1n cla1ms relatmg to the plant's landscapng 
to determ1ne •ts elsg1bthty 

We recommended that the Reg1onsl Admmtstrator (1) 
d1sallow and recover Federal share reimbursements m.teM 
to the granree. (2} evaluate rt!e set-aside costs, and (3) 
ensure that the Pub11c Worlcs Department reVIew c/atms 
for grant re•mbursement before submiSSIOn ro the Srm 
Board and EPA 

The Regronal AdrnmiStriiOIIIIItf'•ed S2,463. 793 of ttle 
questJOrled end ser...- GilD. 

F1lu Cl1lm1 lnd KidrbMII Conspiracy in Superfund 
Cle1nup 

In our f1rst Superfund related prosecut10n the 
Enwonmental Management Corporat1on fEMCl. Unca. 
Mtch1gan and three of 1ts ownersloff1cers pled gu1ity to 
consplflng to defraud the Government EMC allegedly 
submitted false man•lests and Site rece1pts dunng the 
1982 Superfund cleanup of the L•qu1d D1sposal Inc, s1te 
Durrng our .nvest1ga11on haulers admitted dnv1ng only 
half-full trucks that EMC man1fested as full and a waste 
d1spasal hrm admitted paymg EMC a $25 000 kiCkback for 
rece1vmg 1ts bus1ness Each defendent was fmed $5.000 
and sentenced to 4 months •n prrson EMC was lined 
$10.000 and placed on l1ve years probat1on 

EPA Regional Administrator Disallows Over $5.5 
Million on Philadelphia Grant 
The C1ty of Ph1ladelph1a cla1med about $1 5 m1lhon of 
construct10n charges that 11 Withheld from the contractor 
pending a settlement on f1nanc1al damages ,nvolv1ng so•l 
and waste removal We referred for Agency rev•ew $7 3 
m1111on ot costs that were not w1th1n the scope of the 

pro1ect grant An add1t1onal $1 7 m1ll1on of costs were also 
referred for Agency rev1ew pend1ng the submiSSIOn of 
supportmg documentation by the grantee 

We recommended that the Regtonal Admm•strator, 
Ffeg1on 3. not participate m the Federal share of auesrroned 
c-osts. determme whether EPA should parttc1pare .n rne cost 
refe"ed for rev1ew. and recover all ap!lcable amounts due 
EPA 

The Reg1onal Admm1straror. Reg1on 3. sus tamed $5 53 
m11/ron the costs questioned and referred for revrew 

Exten11ve Overdl~~geS Identified in Cleanup at 
Drum RecycHng Feciljty 

E_O.l. awarded Sl 3 m111ton .n contracts for emergency 
cleanup lollow1ng a f1re at the General D1sposa1 
Company. a pa1n1 and chem•cal recvcl1ng fac1hty 1n 
Saflta Fe Spnngs, Cahforn1a The contractor. IT 
Corporat1on d1d not ma1nta1n an adequate accounting 
system for the •dent1f1cat10n of md1v1dual pro1ect costs 
The contractor b1lled EPA $163.000 lor mehg1ble costs 
and $341.000 for quest1onable costs sncludmg duplicatE 
payments to vendors. charges 1n excess of actual 
matenal and eQUipment rental costs and lull cost for 
1tems wh1ch the contractor rece1ved vendor discounts 

We recommended that the 1nel1grble costs be 
dtsalfowed. the questioned costs be revtewed to 
derermme eligibility and thar 1r Corporat1on be advrsf!d 
that thfltr accountmg system IS madequate for EPA 
cx:mtracrs 

Litfglrtion and Budtet Owrruns Result in EPA 
Sustaining $838,874 of Ineligible and 
Unsupported Costs 
The Gates.Chtii-Ogden Sewer Dsstnct. New York. claimed 
over $1 milhon of mel1g1ble legal. settlement. and 
construction costs on an EPA grant resu1t1ng from lltu~anon 
wrth 1ts constructiOn contractor wh1ch delayed the 
expans1on and upgrad1ng of a treatment plant by 3 years 
We also set as1de over $1 mrlhon 1n budget overruns and 
unsupported costs 

The Reg1onal Admm1strator. Reg1on 2. sus tamed 
!638.674 of the Federal share of qvest1oned ana set-as1de 
costs 

Grantees Overcharge $3.9 Million For Waste 
Water Treatment Projects. 
In separate grant awards. Dade County Flonda. Delano. 
Cahlorn.a. and Houston. Texas charged the Waste 
Water Treatment Works ConstructiOn Grants Program 
$2 4 m1ll1on. $1 1 m1111on. and $400.000 respectively for 
mehgtble costs beyond the scC'Ipe of the protect or un­
approved change orders We recommef'lded recovery of 
these costs. 



Theft and Misuse of 
Government 
Property, False 
Travel Claims 
Based on allegattons from an 
EPA laboratory dtrector and 
complamts from a pnvate 
ctttzen. we tnlttated an 
mvesttgatton of a scheme by a 
former EPA employee to steal 
nasohne purchased wtth a 
Government credtt card. mtsuse 
a government vehtcle. and 
falstfy travel vouchers 

Mr F•nck would dnve as much 
as 800 m•les a day to return 
home and remam there for 24 
hours whtle supposedly on a 
conttnuous travel status for 
whtch he falsely clatmed 
expenses 

Steven J F•nck adm1ned 
stealing 120 gallons of gasoline 
and falstfytng 25 percent of hts 
travel vouchers by an addtttonal 
quarter of a day to be patd 
addtttonal per dtem He restgned 
011 August 9. 1985 

Mr Ftnck was mdtcted on 
October 15 1985. on three 
counts of false clatms. one 
count of false statements and 
one count of theft of 
Government property 

EPA Employees 
Suspended for 
Conduct Violation 
Two EPA employees. a branch 
ch1ef and an 1nspector were 
suspended wtthout pay for 30 
days for v1olatlng the EPA 
standards of conduct Dunng 
the 1nvesttgat10n. both 
employees admmed that the 
tnspector obtatned bags of 
fertthzer from sttes that he 
offtctally tnspected and provtdld 
them to the branch ch1ef. who 
had requested them for h1s 
personal use They also 
adm1tted us1ng Government 
veh1cles to transport the 
fertthzer to the branch chtef's 
restdence In addition. the 
mspector admttted receiVtng 
meals. home and garden 
products. and "btke+thOn" 
donatiOns from companies M -· 
InSpected 

EXAMPLES OF EMPLOYEE FRAUD/ ABUSE 

Former EPA 
Purchasing Agent 
Prosecuted for 
Self-Dealing 
n•chard Crossgrove a former 
E?A employee oled gutlty to a 
cnm•nal ,nformat•on on ... une 24 
:986 charg•ng h1rn w•th 
perform•ng off1C1a1 Government 
acts to affect h1s persondl 
f1nanc•al •nterest 

The mforrnat1on charged that 
from May 1982 to September 
1985 Mr Crossgrove wh•le 
work.ng as a purchas.ng agent 
for the EPA •n Pensacola. 
Flonda personally and 
substantially part•c•pated '" 
procurement of matenals for 
EPA from Applied Sc.ence 
D•stnbutors tASDI a compar.y 
wh•ch he founded operated 
and nad a f•nanc•al 1nterest 1n 

Dunng the mvesugat•on Mr 
Crossgrove adm•tted that he 
founded ASD •n the name of h1s 
then-14-year old stepdaughter 
who had a d•fferent last name 
because 'tl"e Government 
looked more favorably or 
,.,.nor,ty owned bus.ness and 
he d1d not want the Crossgrove 
name on ASD s records At first 
Mr Crossgrove collected about 
1 0 percent of the pr,ce as prof1t 
but he eventually ·ncreased tne 
orof•t rnarg•n to about 50 
oercent Mr Crossgrove 
est1mated that ASD's prof1t 
Iron" sales to EPA l1ts only 
customen totalled about 
$12 000 to $15 000 

On August 8 1986. Mr 
Crossgrove rece1ved a 
suspended pnson sentence 5 
years probation a SJ 000 lone 
and a spec•al monetary 
assessment of $50 Mr 
Crossgrove res,gned from EPA 
when he learned that the OIG 
would be tnvesttgatmg h1s 
acttVltleS 

EPA Employee 
Suspended for 
False Statements 
An EPA secretary who 
subm•tted falsil•ed documents 
to the EPA Personnel Offoce 
was not1f•ed on July 14 1986 
that she would be susperded 
fror. ner 10b for 21 calendar 
davs 

Theft of 
Government 
Checks Results in 
Prosecutive Action 
Bla" J Lyons former employee 
Account.ng Operattons Branch 
F1nanc•al Management D1v1S10n 
EPA pled gu1lty on August 28 
1986 to the charge of forgmg 
endorsements on U S Treasury 
checks 

Dunng the 1nvesugatton. 
conducted 101ntly by the EPA 
Office of Inspector General and 
the U S Secret Serv•ce. Lyons 
admmed stealing 19 checks 
worth over $8 000 from the 
EPA F•nanctal Management 
D•v•s•on He cashed and forged 
at least 14 of them before beu19 
apprehended 

Senior Official 
Reprimanded for 
Conducting Law 
Practice on 
Government Time 
An EPA employee was g•ven a 
wnuen repnmand for 
conduct1ng a pnvate law 
pract•ce us.ng Government tome 
and property .nclud,ng office 
prem,ses telephone a Lex•tron 
word processor and 
accornpany:ng dtskettes 

Ounng the 1nvest,gat10n 
'n't'ated by a compla,nt to the 
OIG Hotline 21 Lex1tron d•sks 1n 
the employee s possess1on 
were 'nspected by the OIG 
Two contamed mater~al 
exclus1vely related to h•s law 
practice. the other 19 conta1ned 
a comb•nat•on of Government 
work and personal legal 
docurrents Some of the legal 
documents listed the 
employees EPA telephone 
number as h1s pnvate law office 
telephone 

The wntten repnmand 
dtrected the employee not to 
m1suse Government eqUipment 
supplies office space 
telephone or secretanal support 
1n the future A copy of the 
repnmand was entered 1nto the 
employee s off•c,al personnel 
f1le The suspens•on resulted from 

an OIG 1nvest1gat10n dunng 
wn1ch tne employee adm1tted 
s•gn,ng 1"1er f~rst and second 
level superv1sors names or 
rat•ng forMs sne prepared for 
nerself for upward mob·hty 
oos·t.ons " !t- n t"e Ag~rcv "[!]! -t3 r 7 



Project Officials 
Embezzle Almost 
sss,ooo of Grant 
Funds 
W1ll1am H Yeary, a Bell Countv. 
Kentucky oii1C1al along with 
Elmer Cleveland a former EPA 
pro1ect off1cer pled guilty on 
July 1 7 1986. to charges of 
embezzling grant funds and 
f1hng fraudulent travel vouchers 
totalling nearly $65.000 Shonly 
alter bemg h1red by Bell County 
to manage a $410.000 EPA 
grant. the county off1C1al began 
systematically converting grant 
funds to personal use In 
carry.ng out the scheme 1'1e 
term.nated the bookkeeper. 
developed a close personal 
relatiOnShip w1tl'1 the EPA 
pro1ect off1cer responsible for 

The part1C1pants anempted to 
cover up the sct1eme by 
d1scourag1ng aud1ts and 
destroy1119 or alte11ng records 
However. based on the strengt1'1 
of allegatiOns an OIG aud1tor 
worked effectively w1th the FBI 
and .ndependent th1rd part1es 
such as banl:s cred1t card 
compan1es and telephone 
compan1es to reconstruct 
enough records to prove fraud 

Mr Yeary and Mr Cleveland 
were each sentenced to 3 years 
1mpr~sonment on September 25 
1986 All but 60 days of Mr 
Cleveland's sentence was 
suspended However he was 
also lined $1 000 and ordered to 
perform community serv~ce 
wh1le on probat1on 

Th1s case. developed by the 
Olf1ce of Aud1t 1n response to a 
duect request by the FBI. IS 
particularly 1mportant to EPA 
s1nce 1t w111 be giVen 
w1despread publ1c1tv to deter 
future schemes 

moMonng the grant and used 
a facs1m1le dev1ce to Iorge h1S 
superv1sor's Signature on 
checks. assum1ng complete 
control over all grant funds He 
substantially 1ncreased h1s salary 
and converted port1ons of casn 
travel advances to personal use 
He also used grant funds to pav 
lor a week·long vacat1on m 
Gatlinburg. Tennessee. 
extens1ve personal phone calls 
and other personal 
entertamment 

The EPA protect ot11cer played 
a more pass1ve role m the 
scheme and benefitted to a 
lesser extent Dunng a 2 112 
year penod he travelled 
extens1vely w1th the county 
otf1C1al 1n connect1on w1th the 
protect To keep the EPA protect 
off1cer from blowmg the wh1st1e 
on the scheme. the county 
ofhc1al used grant funds to pay 
for the EPA protect officer's 
meals. dnnks golf lees and 
occas1ona1 motel rooms The 
EPA pro1ect off1cer f,led 
fraudulent travel vouchers tor 
re1mbursement of tnese same 
expenses 

Falsification of 
Employment to 
Receive 
Unemployment 
ae. . ..,fits 
In August 1984. a match of 
unemployment benefit 
rec1p1ents of the Cahfom1a State 
Employment Development 
Department w1t1'1 EPA 
employment roles 1den11f1ed 
several EPA employees wl'1o 
may have Simultaneously 
rece1ved unemployment 
benef•ts while employed by 
EPA A subseQuent 'nvest1gat1on 
determ1ned that May Ke1 Wong, 
a former part-t1me clerk for EPA. 
rece1ved $1.545 m 
unemployment benefits by 
fals1!y1ng her employment 
status w1th EPA On September 
20 1985. May Ke1 Wong 
adm1tted fals1fy1ng documents 
to rece1ve the unemployment 
benefits and agreed to make full 
rest1tut10n May Ke1 Wong was 
charged w1th mak1ng false 
statements on September 27 
1985 

Embezzlement Gf GcwemtMnt Funds 

An unannounced aud1t of an EPA 1mprest fund by 
reg1onal staff on March 30 1984. revealed a $3.343 
shonage 1n the fund entrusted to Vertle Lee Rogers an 
EPA travel clerk and cash1er Dunng a subsequent 
mveshga!IOn by the OIG. Rogers admllted embezzling 
tne money Rogers res1gned from EPA effect1ve Apnl 
6 1984 and made restitUtiOn to the 1mprest lund for 
$3 343 Vert1e Lee Rogers pled gu1lty to the charge and 
was sentenced to two years probation and ordered to 
perlorm 200 hours o1 commuMy serv1ce 

Perjury, False Statements 

A former EPA consultant Dav1d B Twedell was 
sentenced on January 23. 1984. to one year m pnson 
after pleadmg gu,lty to fabnca!lng h1s academ1c 
credMt1als As a geolog1st for JAB AssoCiates. Mclean. 
Vlfgm,a. Twedell superv1sed test dnlhngs at Love Canal 
and other hazardous waste snes and appeared 1n court 
as an expert w1tness lor the Government wh1le work1ng 
on a number of maJOr EPA proJects between December 
1979 and November 1981 He c1a1med to have a PhD 
and a B S m geology from the Un,vers1ty of Houston 
where 1n fact. he was d'~-n~ssed for academ1c fa1lure 
w1th1n only a few semesters 



EXAMPLES OF DEFECTIVE PRODUCTS/ PRODUCT SUBSTITUTION 

Sewer Grout 
Supplier Convicted 
of Selling 
Underweight Bags 
of Grout 
Alan Blane Grant and hts 
cor1panv Polymer Chemtcals 
Inc of Atlanta Georgta pled 
guoltv on September 24 1987 
to consponrg to defraud the 
Unoted States by selling 
underwetght bags of chemtcal 
grout to sewer contractors and 
maktng false statements on 
U S Government forms 
regardtng the ongtn of the grout 

From 1981 to 1987 Polymer 
Chemtcals was tn the bustness 
of mtxtng and selling Chem G-9 
acrylamtde grout. a 
waterprooftng sealant for sewer 
lines lrwesttgatton revealed that 
Polymer Chemtcals short 
wetghted bags of Chern G-9 
grout used bv contractors on 
EPA and ather federally funded 
sewer rehablittaliOn pro1ects 
thereby nskmg compromose of 
the sealant s effecttveness 
uo1der certam condtttons 

Polymer Chemtcals also 
falsely represented to EPA 
Department of Defense and 
other contracttng offtctals as 
well as to tnsurance earners. 
that 11 was an tmporter 
warehouser dtstnbutor 
wholesaler. and reshtpper of 
Chern G-9 grout manufactured 
on England whereas tn 
actuality Polymer Chemtcals 
omported the chemtcal 
components and mtxed them tn 
tt'le United States to create the 
grout 

Inspector and 
Company President 
Indicted for Fraud 
on Sewer Project 
Ronald B Connelly ?r.:s.dent of 
REO Constructton Company 
and Marlen L Robmson 
onspector woth McCienaon 
Engtnrenng Company were 
tndtcted by a Federal grand 1urv 
on August 24 1987 for 
submtttmg false statements on 
connectton wtth an EPA-funded 
sewer rehabilitatiOn pro1ect The 
grant provtded $1 1 84 000 for 
testtng. repatnng. ano replactng 
the sewer lines of the town of 
Shubuta. MtSStSStppt 

The tnvestrgatron determtned 
that clatms were submttted for 
over one hundred repatrs that 
were not performed Connelly 
was charged wtth maktng false 
statements that he repatred or 
replaced numerous sewer lines 
Robtnson was charged woth 
maktng false statements that he 
tnspected vanous sewer lines 
and found that they had been 
repatred or replaced accordtng 
to spectftcattons 

False Photos 
Expose Gray 
Market Dealer to 
Indictment 
Sunbelt Auto Imports Inc of 
Houston Texas and tiS vtce 
pres1dent Flovd Redale Carney 
of Eustts Flonda. were tndtcted 
on February 27 1987 for takmg 
part 1n a grav market scheme of 
tmportmg cars that dtd not meet 
Federal emtsston and safety 
standards 

A 101nt tnvesttgatton by the 
EPA Offtce of Inspector General 
and the Department of 
Transportatton (DOn revealed 
that Carney allegedly falsely 
cert1hed to EPA and DOT that 
certatn modtflcattons were 
performed on gray market 
veh1cles to meet Federal 
emtsston and safety standards 
The certtftcatron process 
reQu1res the car Importers to 
send photographs of the 
mod1f1cat10ns performed on the 
vehicles to EPA and DOT The 
Indictment charges that Carney 
and Sunbett establtshed a ftle of 
duplicate photos of property 
mod1f1ed ttems on the tmported 
cars Between December 1982 
and February 1984. the 
defendants allegedly submttted 
false photographs to recetve 
compliance certtf1cat1ons on the 
vehteles 

Twenty Five Plead Guilty In Emisaions Testing 
Conapiracy 
A ma1or Orange. Caltfarnta laboratory whtch tested a1r 
emtss1ons for tmported "gray market" cars and 24 
tndtvtduals who were tndocted on an emosstons testmg 
consp1racy 1n March 1987 pled guilty to those charges 1n 
Los Angeles on September 4 1987 

The laboratory cheated on ots testmg procedures and 
fals1f1ed and fabncated test results to EPA on the gray 
market cars tncludtng Ferrans Rolls Royces. 
Mercedes-Benzes Porsches and BMWs 

• Joseph D Krueger and Insulation Spec1atty Company 
Inc . of Cuyahoga Hetghts. Oh10, were debarred for thr~ 
years on October 4, 1984 An OIG tnvest1gat100 
determined that dunng Improvements to a wastewater 
treatment plant. Krueger and h1s ftrm had substituted 
alumtnum ptpe 1acketmg for the more expeRSf'le stamless 
steel 1acket1ng spec1f1ed 1n the contract. and ttlat they had 
b1tled the Northeast Oh1o Aeg1onal Sewer Dtstllct at the 
htgher pnce Upon diSCovery of the substttutton the 
matenals were replaced at contractor expen3e The pro1ect 
was funded by EPA 

Construction 
Company 
Managers Indicted 
for Fraud on Sewer 
Project 
Wtlltam B Kruse Pro1ect 
Manager/Supenntendent 
Wilham F Jordan Pro1ect 
Foreman and Charles B Bryon 
ProJeCt Foreman all of Gates 
and Fox Ltd constructton 
company were tndtcted on 
June 27 1986 The tndtctments 
were lor false clatms false 
statements and mall fraud on 
connectton wtth a $1 4 mtllion 
EPA-funded contract wtth Gates 
and Fox. Ltd lor 19 000 feet of 
sewer ptpeline tn the Ctty of 
Cornmg. Californta 

The contract spec1ftcat1ons 
reqwed that the ptpeltne be 
surrounded wtth rock over the 
enttre length of the pro1ect Thts 
rock "envelope" was needed to 
prov1de support to the sewer 
condutt and to prevent cracktng 
and collapse of the ptpehne The 
tndtctment charges that as part 
of thetr scheme to defraud the 
defendants ordered that popelone 
be covered wtth nattve sotl 
rather than w1th the laver of 
rock called lor on the contract 
that the defendants allegedly 
regularly employed "spotters· 
at the 10b Stte who were 
tnstructed to alert the ptpehne 
constructiOn crew whenever the 
contract tnspector approached 
the area where nat1ve sotl was 
fraudulently used. and that the 
defendants ordered that a layer 
of rock be placed over 
des1gnated secttons of the 
ptpeline that mtght be sub1ect to 
observatiOn thereby maktng tt 
appear as tf the enttre ptpehne 
had been properly back-filled 
The false clatm false statement 
and ma11 fraud vtola!lons 
allegedly occurred as the 
defendants falsely stated and 
clatmed that the pro1ect was 
completed accordtng 10 
spectftcattons and used the 
matls to fraudulently obtaon 
oa11ment The deltctent 
constructtor whtch could nave 
caused tne failure of tne 
ptpehne was subsequently 
correc1ed bv tne corstruc11or 
company at a cost of SJOO 000 
On August 26 1986 Bryon poed 
guilty to maktng false 
statements 



Consulting 
Engineer Indicted 
for Bilking Grantee 
Out of $253,000 on 
Sewer Rehabilitation 
Work 
Samar Chatteqee ores,dent of 
L.:n1versa1 Eng1neenng Serv,ces 
Inc and AES Eng1neers Inc 1n 
W1llow Spnngs. lllino's was 
1nd1Cted on August 31 1987 for 
consp,racy, mail fraud ano 
mak1ng false statements 'n 
connect1on w1th consult1ng worK 
he d1d on the EPA-funded South 
St1ckney, lllino's Sewer D1stnct 
sewer rehabilitation study 

Chatteqee was arrested when 
1nd,cted and held on a $1 4 
m1llion cash bond Prosecutors 
sa1d he was a flight nsk 
because of h1s extens1ve 
fmanc,al 1nterests 1n hiS native 
lnd1a 

The ,nd,ctment charged 
Chatteqee w1th suom1t!lng false 
testing data concern1ng saMary 
sewer connect1ons flow 
gaug1ng. manhole 'nsoect1ons 
and sewer survey reports to 
EPA and the Metropolitan 
Sewer D1stnct of Greater 
Ch1cago In add1t1on Chatteqee 
rece1ved EPA grant funds of 
over $200 000 for work that he 
allegedly d1d not per1orm 

Chatteqee s 1nd1ctment 
resulted from a 3·year 
mvest1ga!10n 1nto allegat1ons of 
f1nanc,al fraud 1n the South 
St1ckney Sewer D1stnct The 
'nvest1gat10n was conducted 
JOintly by the EPA Off,ce of 
Inspector General. EPA Off,ce 
of Enforcement and Compliance 
MoMonng. and the FBI 

Conspiracy, False Statements, Mail Fraud 
Dav1d W1rt hiS w1fe Jud1th 
and the1r son Gordon owners 
and execut1ve off1cers of Mu­
mc,pal and Industrial P1pe Ser­
VICes IMIPSI pled gu1lty on 
January 13. 1984. to de­
frauding the government on 
sewer pro1ects Dav1d was 
sentenced to 8 years 1n pnson 
Gordon and Jud1th were g1ven 
pnson terms of 33 months and 
6 months respectively Each 
was f1ned $10.000 The 47 
count 1nd1ctment charged the 
W1rts w1th a 10 year $8 mil­
lion scheme to defraud the 
Federal government on sewer 
maintenance protects by fail1ng 
to perform tests and repa~rs 
that they were pa1d to perform 
wh1le they d1storted test re­
sults and fabncated progress 
reports The scheme mvolved 
several states and three for­
e,gn countnes 

The MIPS 'nvest1gat1on be­
gan 1n October 1981 . after two 
former MIPS employees re­
ported to c1ty off1c1als 1n 
Manetta. Georg1a. that Dav1d 
W1rt was defraudmg the 
Federal government on an 
EPA sewer rehab1litat1on 
protect by deliberately p1nchmg 
test hoses and fail1ng to use 
grout 1n sealing sewer lines At 
the t1me they were hired. W1rt 
had told the employees that 
the sewer rehabilitatiOn buSI­
ness "was tust a scam 
anyway .. 

When ev,dence showed that 
about half of the company s 
contracts were w1th U S mili­
tary 'nstallat10ns. 1ncludmg 
several fore,gn bases the In­
spector General's off1ce re­
quested ass,stance from the 
Defense Cnmmal Investigative 
Serv,ce of the Department of 
Defense 

Rehab1litatmg a sewer p1pe 
1nvolves c1ean1ng by high­
pressure water ,et followed 
by televiSIOn 'nspect1on w1th 
remote cameras drawn 
through the p1pe from one 
manhole to the next by cable 
Each tomt 1s a~r-tested for 
leaks and leak1ng tomts are 
sealed w1th two hqu1d com­
pounds that. when comb1ned. 
gel 1nto a grout substance 
Telev1s1ng. testing. and seal1ng 
are accomplished from ms1de 
a van parked near one of the 
manholes C1ty 1nspectors 
moMor these procedures 
wh1le Sitting bes1de the TV 
operator 1n the van 

W1rt cla1med to have sealed 
defect1ve sewer p1pe ,o,nts 
w1th grout when none was ap­
plied by 'nstall1ng h1dden 
sw1tches 1n company's televi­
SIOn 1nspect10n truckS tO re­
route grout back 1nto the truck 
tank wh1le the meter reg1sterd 
11 as go1ng to seal sewer p1pe 
101nts 

False Claims 

W1rt man,oulated l'11s con­
tacts whenever POSSible •o 
prov1de for payment accoro 
to the number of p1pe 1o,ris 
found to be defec!lve H•s • 
ma1n effort thereafter was ; 
thwart mspect,on efforts-a 
keep1ng 1nspectors off the­
trucks and 'bhtzmg" 100 s.,­
wlth more TV trucks ana 
crews than there were .n­
spectors to mon,tor .~e"' ' 
spread out nrs trucks ana 
crews as far as poSSible ~v~ 
the protect keeprng 1r"spect 
1n travel stat .. :; ~etween -.ll"'' 

fakmg eQUIPment ::JreaKOOw 
when 1nspectors aoproacne 
un1t. and dev1S1ng strateg,es 
make the mspectors extrerr­
uncomfortable rn the TV 
trucks 

When these and other tal 
tics fa1led. repalf crews and 
W1rt h1mself at t1mes resor­
to 1nt1m,dat10n of the lr· 
spectors. sometrmes 
threaten,ng VIOlence pnvs.c 
,n,ury or lawsu,ts 

To corroborate the test'· 
monv of former employees 
sewer p1pes were dug \JO a 
A1r Force oases .n Miss,ss,c 
and Texas and at an EPA­
funded protect 1n Moultne 
Georg1a Analys1s of 01oe s.: 
pies at EPA's Nat1onal Enfo 
ment lnvest,gat,ons Center 
Denver showed that 'n o1ac 
where grout was sa1d to ,..a 
been applied. there was 
actually little or no grout at 

• Env~ronmental Technology of Amenca. Inc of 
Wilbraham Massachusetts and 1ts pres,dent Norman F 
Sm,th were debarred for 3 years on February 23 1987 
follow,rg Mr Srr1th s conv,ct·on 'or ma,l fraud ,,., Orlardo 
Flor•da ;trd on r.,s plea of "C'O ccn•ende•e to a charge of 
forgery ., Hartford Cor•"ect.: Jt Mr Sr11tr ~ad crarged 
tre State ')f Ftor da ror ere,.... CJI tests suopcsedly 
oerfor""'ed 1CJr n,J'T' bv ar en.rc"rnertat rest.rg laOCratorv 
·r Cr1cooee Massacr--.~setts ,,.. Jt ,vere rot JO:::.Jally 
oerforl"""ed 

The former crtv eng1neer of Moultne. Georgie was tet 
anced on September 1 5, 1983, to 3 yeers lf'l Jllll, a 
$10.000 fme and 2 years probatiOn after pleadlng3 
of conspmng to approve payments of $90,000 
false cla1ms for an EPA funded proJect The City 
neer approved psyments for ~ lnd replacmg 
hole covers and pavement c1ean1ng. 'nspec!lng testing 
and groJ!Ing of sewer p1pe fOJntS w1thout the work 
be1ng oer1ormed In return the engmeer rece1ved a 
motorcycle from the contractor 

1W!-t~-10 
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NIH Runs Research on Blind Faith 

T he National Institutes of Health grves away 
more than $5 billlon a year for research. But 
whether that money is well spent is anybody's 

guess. For the most part, NHI bhndly trusts that 
the money went for credtble research. 

Rarely does NIH challenge the mtegnty of 
presbgrous universlttes or their esteemed 
sctenbsts. The trust runs so deep that only one 
person on the Nni staff ts aSSJgned full tune to 
mvesbgate allegations of fraud. 

Walter Stewart and Ned Feder, two NIH 
SCJenbsts, are scheduled to testify Apnl12 before a 
House Energy and Commerce subcommittee 
chatred by Rep. John D. Dingell (D-Mich.). They 
plan to tell the subcomnuttee that research is too 
often neither checked nor challenged. Feder and 
Stewart have long urged scienbsts to take a more 
active role in ensuring the quality of research. 

"The peer reVIew system does not pick up 
fabncated work." Stewart told our assoaate Jim 
Lynch. "You can get away with murder for a pretty 
long ttme." 

Examples of questionable 1'e8ea1'Ch likely to be 
studted by the overs1ght and JOVestlgatlons 
subcommittee include these cases, wtueh have been 
detatled m medical journals: 
• A blue-ribbon comnuttee at Harvard m 1982 
defended the research of scientist John Darcee, 
who had published Ius findings on beart medic:illes 
whde at the umversity's medical school. Almost all 
of Darcee's wntmgs, includmg more than 100 
arttcles, were later found by NHI to be fabncated. 
Some of the information was ndiculoua on its face, 
like the 52-member family Darcee invented for bia 

•• ,...~. •A~rGC 

research. One of the men m that fanuly was said by 
Darcee to have fathered Ius first cluld at the age of 
8 and his second at age 9. 
• UruversJty of Wisconsm btocheuust Hector 
DeLuca allegedly pU'ated the work of a colleague to 
conceal defects m his patent for produc:illg a 
vitamm D denvative. The patent 18 now more than 
15 years old. Before the allegatJons against DeLuca 
recently came to hght m a lawsuit over the patent, 
he had been mentioned as a nommee for the Nobel 
Prize. DeLuca contests the charges, and the 
uruvers1ty is investJgatmg the matter. 

From 1982 to 1987, NIH found evidence of 
rrusconduct in about 15 of 100 reported allegauons 
of fraud. Invesugators for the overmgbt and 
investigations subcommittee have determmed that 
the number of abuses reported is reduced by an 
NUl system that tends to protect tbe offending 
scientJst and put the wlustleblower on tbe 
defensive. 

H an allegation of fraud warrants investJgatJon, 
NIH tells the universtty where the research JS 

being conducted. The uruversity then mvestJgates, 
a process that sometimes covers up rather than 
exposes fraud. H NIH stJII smells a rat, tt appomts 
an mvesugabve panel. But that panel is staffed by 
setenttst.s who are hesitant to lower the ax on thetr 
peers. 

Even if a saentist is implicated m fraud, the 
eVIdence can disappear, making it hard to prove 
that the sctentlSt deliberately doctored the 
researcb. In 1979, one drug researcher under 
mvestigation swore that all his data was lost when 
Jus rowboat flipped. 



Description Of 
Selected 
Proeecutive 

~~· 
8lllaw,..,., ...... .,.., ol 
sane 111,. ,.a .. ace1c1t11 
which otJiill1'ed rJ.ri'tg ,. 
repaq J»dod. .sam. cl,.. 
aabw~~ 
lf!V~bls lfllliatsd be/ore 
~1,79GO. 

A eonn.ca:a. ~. YWC 
Inc., PM .. il O.C.ilbll , . ., ....... -~ 
!aiM 4 ; •• II) EPA and 
waa INd MOD,CXXI EPA'a 
c:onr.c:a- YWC ,..,.,nd 
hmiO~WIIIIIriMipill Wllt*t--..._d,. \Rin 
sol .... wti\10 ... 
YWCa Yortl Ubcl..-.. 
DMslcn f.-y In t.tcna.. 
Conl'l8dlaf, wu., 8$1PCMid 
CL.P SIB. VWC wu chlrQid 
Nitti backdallng rNf/( 80 
~ lnCS u.si1Q ..... 
~laDarely· 
Whippany, New J«"'f, t) dO 
!1'\e~ 

Cotdrav+ Lab Proj raA11 

Superfund ContnM:t 
Laboratory Program 
lnveatJgatlon 

The Oftloe r:J ltwes1lgallons hal 
i "'*' ~ nDaM. 
'l.ii:MI '1/W'f wtit .. &Jparfl.n:l 
~. ~eclld at ftaud In .. 
Conrac:l LabcriiiDry Program 
(Ct.P). l..atxntory ana!VllaS 

, ~ow ctP .. N eniplr1CW 
~ b' hi enlhl Superfund 
progr~m. Based on t8Sing tor 
tw presence ot hazardous 
ChlmiC8ls by lhese laboratones, 
'Ole Supettund program deQdes 
wtud'l deanups 10 Initiate and 
how 110 carry them out 
Fraudulent analyses could reslllt 
In a danger 10 !he public heal1h 
and sate!'; as well as !he 
unnecessary expenditure ol 
deanup tunds In addrtiOO, 
fraudulent analyses COtJid hinder 
!he Oepartment ot Jusuoe's 
elrolts. tD CXIBec:t !he c:cst r:J 
cleanups from !he respons~ble 
pat1les. 

The ~ live ac:Dons 
resulled from lhe 0Ct1tracllab 
lnYeslgallcns. 

Mlaaouri Lab Charged 
with False Test Dat8 

Maall*», InC., Eat1r1 ~. 
Mllloul1. - IIIIo ol .. lomw 
olbrs, ~. Clra( BylngiDn. 
Exea.M VD Preuient. and 
ICannelt ~VICe Pr--.. ,... pled gullly b 
submllng ,... S:.leriill!lrlts to 
EPA W1dlr ,_ CLP. II Is 
dlgml1attw~e 
~tar..,., EPA 
...,.. ... not performed ., 
ccmplli a _. ht protCCIOI 
reqt.~ll'ed Ll'der 1\e EPA c:cnt'act. 
~.laboratcrv oerS()nnel 
llegldly ~.ated res~o.l'.s lor 
Clllnllan and c;:hed( Standatda 
10 r.t ~ showed lhal 1 
~ d enwormontill s.ample 
I'8IUll ware fully compliant wl#l 
pnlbX)I cr.tena ·Nf'len . ., faa, 
1-.y were not. 

Testing Equipment 
Allegedly Not 
Calibrated 

Jayant Shmgarpn, former 

--·~··· 
~~~ 
laboral:r( 8l EA4- Corpora~ 
(rtCNtlcnaw aa TM~. 
Rld1mond. Callbnla. na 
lndlclld on Marc:tl 29, 1991. 
Slv1ngarpure Is alleged 1o have 
dnd8d employees II EAL 10 
Pertcnn GC/MS analyses of 
samples wlthoUI first 1Un1ng and 
callbrallng lhe GC/MS 
equipment as requ11ed by the 
EAl oonlrad Wllh EPA. 
Shri'lgarpure IS alleged to have 
also directed GCIMS operalors 
lo make COpies ot preVIOusly 
genec-atea 1\Jmng data. so !hiS 
data could be u$8d as part of 
lhe documentatiOn ll.lbmltted to 
EPA far clher GCIMS analyses. 
EPA olfic:aals esDmate !he less t) 
lhe Government at $200,000. 

California Lab 
Backdated Analyses 

In anciiW case lnYOIYW1g ll"aud 
and abuse wntnn EPA's Conll'ac:t 
Labcratory Program, soc former 
empecyees a1 N Envnlnmetltal 
Cherftaty LabcraiOfy of .. 
Sdlnce ~lana 
ln-.n•llonll Corpcneon (SAIC), 
La Joll. Caltlml, have pled 
gu~ Ill cNtgea ol rnakn;l false 
StallnW1tl b EPA. ld'lg and 
~lw~dfalse 
stal8rNnll b EPA. and lidii'Q 

and IDICI'10 "' CIOfMrSion ol 
GO"Oem...,. rrtOI'Ifft. SAIC 
:ont--.:1 """ EPA to pedonn 
ar Ut'SlS on sam;::Jes raken from 
Superfund ICx.c wasta srtes 111 
Ctder 10 ( 1) de!efiTW'Ie IN 
llmOWtt and ldenllly ol Ole IOxic 
CNmCIII. (2) ~ l)ftcnDes 
.lmClf'9 snes 30 11at 1W moJI 
dangerous srtss are deaned up 
ftrst. and (3) help ., ldenllfvlt'IQ 
!he~ respol\Sibte so ltlat 
r~ frJr 1M c:lean~p 
coAl CM be otiCUied. 

In fw arftd t• • ., SAIC 
lnd EPA. EPA,...._ fall 
¥*It ar;ri:.,... be 
~build Wllin ..., dlyl, n 
pnllr,.. CMIIn eMil .. _.. a, l 2 • Prm m 

j. ,... , 

JZj11- 13 -12. 

. ...,.. assened lor latenesa. In 
eddllon Ole QlnO'ac;t reqwed 
Nt Wnple lf\8.tySIS ~Uipment 
be tuned and c:aibrUid fM1I{'f 
lweiYe hou's to lnsunl 8CC\JI't1C; 
The )ollt m ••=aanon by u. 
EPA OIG and .. FB? 
~f'lllr~ol 
sam~J~e l8lt I1IIUia occurred II 
order to tM:IId tle penally. N¥1. 
!he manlpuldon ol h ~ I 
anatysla ~ .. Gala 
was peitoliiled to fraudulentJI 
re11ec:t lhe aocuracy ol anatysls 
eQUipment. 

Duo Allegedly 
Provided Dirty Test 
Containera 

Aruta C. Audd, U8Mn W. Aud't 
and 1-<:HEM Research, Inc. o1 
Hay.vard, Callfoml8, wete 
11'\dldad Novembet 30, 1990, by 
a Federa) gtand jury on c::harges 
of~~ make fabe 
c:&arns ~EPA. MIMn Rudd IS 

also cnargect Wllh cne ccunt o1 
USII\0 false documents. 

• From June 1983 unUI 
~ 1987,1-CHEM was 
EPA's tc* 1UP1*W tar 
~-. 
~used b ODIIct ... 
samplell far anaJvsis and 
evaluation bV lt\e ~act 
L.a.boriWf Prcgram. The 
lndict"nnrC dwgel Nr ~EM 
and .,. Ruddl ~ed ., 
make 111M dllma b EPA b 

~~­swnple CD .... I W1dlr 
oonnct. lila lllged 1'181 ... 
CHE M sl'lipped aatT'4* 
oonlaiWII) IUtlonled EPA 
(~ wihlut ldlaly 
petfOm*1g "' reqtM-ed qually 
oon:rol -*'g on lhe c:oma.r.rs. 
noM ;1hslandr.g centl'ca!lcns t:y 
1-::H:M to thai atfect. 



Civil And 
Administrative 
Actions To 
Recover EPA 
Funds 

lnvesngatrons and aud1ts of cne 
Qff.ce of Inspector General 
prov,ae me bas's for CIVIl and 
adm•n•'ltrarrve actrons to recover 
funds fraudulenrly obtamed from 
EPA Through the Inspector 
General DIVISIOn of the Offrce of 
General Counsel. the OIG uses 
a vartery of tools to obtam 
resmutlon These tnclude 
cooperarrve efforts w1th rhe 
Department of Jvsrrce m filrng 
CIVIl suttS under che False 
Cla•ms Acr rhe Program Fraud 
c,v,l Remedtes Act. and ocher 
authom1es. working wtth 
')rantees usmg thelf own CIVIl 

1Jt1gat,on authormes. •nvolang 
the resmunon prov1stons of the 
v,cr,m and W1tness ProtecrJon 

Act durmg crrmmal ~entencmg. 

usrng the Agency s authonry ro 
admrn•strarrvely offset future 

payments and to collect debts. 
:;nd negat1atmg voluntary 
serr1~,.,~mrs prov,dmg lor 
':?St,tur,on •n rhe context of 
> ;:;;ens•on and aeoarmenr 
JCPCI1S 

c, ... , and admm•strar,ve 
JC Pons ro recover funds usually 

w < t~nd over several sem1annua1 

•. corr,ng peflods Progress rs 
-:"'!mg made on several sucl'l 
~'Iuers 

Contract lab Operator 
Agrees to Pay 
$750,000 
Rov F '.Nes1cn 1.-c of :_ -;r-v ·le 
P~nns·{:var•a n ·-=scorse ·o il 

Ctvll ac11on f 'ed by tre 

Departi'T'el'lt ot Just.ce .... nder 
tre False Cla1ms Act nas pa1d 
me Govemment 5750 000 The 
oavrT"ent 1s part of a consent 
!UdgiT'ent ans.ng from cnarges 
that the company subm1tted 
false cla•ms for payment 

As pan of Superfund. EPA 
has established a contract 
laboratory program 1n wh1Ch 
EPA contracts lor analvttcal 
seN1ces on matenal from 
Superfund S1tes Weston 
obtamed such a contract 111 June 
1987 to perform certasn 
laboratory work through one of 
•IS diVIS•ons. Weston Analytscs. 
at •ts laboratory 1n uonv111e 
rhe contract reQUited Weston to 
perform tests on so11 and water 
samples One test. volat•le 
organ1c analySIS. had to be 
performed on each sample 
w1t1'11n ten days of rece1pt to 
ensure accurate results 
Accord1ng to tne compla1nt. over 
the course of a vear Weston 
Analyt1cs fa1led to complete 
certa1n volat1le organ1c al'lalyses 
on t1me. concealed th1s farlure 
by backdatll'l9 1ts test1ng 
1nstrument and then 
fraudulently b1lled EPA for these 
rests As a result, some of the 

results subm1tted to EPA were 
unreliable. and EPA s responses 
to eniii(Onmental hazards could 
have been affected 

In add1t1on to the payment of 

S750.000. Weston agreed to 
WithdraW VOiuntaflfy from 

certa1n lcmds of laboratory work 

at the L•cnv•lle fac•IIIV for a 

penod from 4 months to a vear 

subtect to EPA's sat1sfachon 

'Nith the compliance program 

Weston 1ns11tuted 1n resconse 

to tne Federal 1nvest1ga11on 

The case 1S part of a ra11ona1 

·Mll•attve by th9 Qfl,'=e o~ 

lnspectllr General1nto 
alltgalltnl of lrawcJ. ""'a~:~. and 

dbuse ov EPA's laboratory 

con::actors unde~ the S~o:;~erfvncl 
proqcam The maner was 

rc::erred to the IG by EPA's 

Supl!rfiJnd program ofl1ce 

EPA Recovers Over 
$170,000 from New 
Jersey Bribe 
Or Marcn 28 1990 E::lA 
er.tered 1nto an '.lgreement w1!h 
the Caoe May Count11 Mun1C1oa1 
Ut1ut1es Author1ty and the State 
ot New Jersev to split up 
$250 000 1n resmuuon pard as a 
result of a br~bery COI'IVICIIOn 
1nvolvmg the construct1on of tl1e 
Ocean C1ty. New Jersey 
wastewater treatment plant 
Under the agreement. EPA w1ll 
rece1ve $171 077. the Authomv 
w1ll rece1ve $60.674 and the 
State $18.248 CarlE W1dell 
pa1d the reStltUI\011 1n 
connection w1th pleadmg gu1lty 
to bnbmg local ofhc.als to obta1n 
constructiOn contracts and 
change orders EPA pa1d 75 
percent of the costs of the 
pro,ect 



Superfund 
Contract 
Laboratory 
Program 
Investigation 
Yielding 
Formidable 
Results 

The Office of lnvest!Qai!Ona 
has a major lnvestlgaC!ve 
1nrtlaUVe underway within the 
Superlund program, directed at 
fraud In the Contrael 
LabOratory Program (Cl.P). 
Laboratory anatysaa undet lhe 
c~ Bl8 lha empltical basla for 
the anura Superfund program. 
Based on testing lor the 
presence of he.zatdous 
chemicals by these 
laboratories, lhe Superfund 
program deddes which 
cleanup to Inmate and how to 
catty them out. Fraudulent 
analyses could result In a 
danger to ttle public health and 
salary as weJJ u !he 
unnec:essaty expendlt\.lre of 
cleanup funds. In addition, 
fraudulent analysea could 
hinder 1tlt Depattment of 
Just:lc:e's errorts to collec:l ttle 
cost of cleanups from tl'le 
responsible p&rtfes. 

Our lnrtlattves In ttle CLP. 
whiCh are very complex and 
tsme·consum•ng, 10 date have 
resulted In a avll setUement of 
$750,000, wnlch wu reported 

'" the last semiannual period 
endtng Match 31, 1990. 

Duuno this period one 
,ndk:trnent, reported below, 
was retumed against a 
laboratocy su~lsor tor 
provtdmg fraudulent laboratary 
test resultS to EPA. 

Contract Lab 
Supervisor 
Indicted 

Or. V1nh Tran, a former group 
leader ol the Gas 
Chromatograph/Mau 
Spec:trometer UM at Weston 
AnalytlcS, UOnvtlle, 
Pennsylvania, was charged on 
July 30, 1990 W11h two ccunta of 
making false staCements to EPA. 
Weston Analytlca Is a divisiOn or 
Roy F. WMton, Inc. 

Cr. Tran had allegedly 
engaged In backdatlnQ laboratory 
analysis results of certatn water 
and soU samplea oOtalned lrcm 
varloUa Superfund sltea by EPA 
and submrned to Weston for 
analysis. II IS fUntler alleged that 
Or. Tran acted to conceal tl'le 
fraud by a proeea known u 
"time lravet' which Involved 
setllng back the computer clock 
attached to the Gu 
Chromatograph/Masa 
Spectrometet Instruments tel a 
date and ume earlier ttlan ttle 
act\lal date and lime In order to 
meet sample testing 
r&qutramants set by EPA. 

As reported pr~leusly, Roy F. 
Weston, Inc, of Uonvtlle, 
PennsylVania, palcl 1tle 
Government $750,000 u part of 
a consent ludgment In response 
to a avd ac:Uon flied by 1tle 
Department of JusUCI undet !he 
False Claims Act 

scription Of 
I acted 

rosacutive And 
Administrative 
AC1iona 
Conceming EPA 
Employees 

The OIG lnva.tttgatN and repon:s 
mfonnat:/on, a/legations. and 
indication$ of~ 
wrongQolng 01 mlsconctuct by 
EPA empiOyeea and pet10na 01 

tlnn$ actJng In 1111 clllc'-1 ~city 
dlrec:ltf wlttl EPA 01 through a 
grat1teee. In addttlon, ttl• 
Sena,_ Repott ollt!e 
Supplemental ApprcprlafloM and 
Rescls:lion Act ol11180 statM 
ttlat IIP(II'Opffa,_ admllflsnttv. 
aclion Js expected 1a be lakltl In 
cases wh.,. emplo~ have 
acted lmpropwty. 

Employee Makes 
Restitution \n 
Travet Fraud and 
FTS Telephone 
Misuse Case 

M. EPA employ .. at 
Headquartlln n w..n~ 
o.c. tn*ecllnto • PrrcNa 
Otvenlon A;reernent an Ma 
31, 1990 with,... u.s. 
Attome'(a omc., 0111r1ct c1 
Columbia. Thla 8Q.-..ment 
wu reached aftlt U'le 
emptoy .. ldmltt8d traudut. 
ObtalnlnQ S1.450 In trmll 
adYMCN, accep1lniJ So6Q8 I 
collect telephoM Cilia on 1t 
Office telephone. and 
fraudulently obtainlnQ $165 
daimt for ralmbutu~Mnt 
applied for In 1M name ot 
olher employ..._ ~ part ~: 

the emptoy .. ·a oft• 'It rna 
1'1.111 ru111U11Cn In lie II!IOUm 

$2,021 and to l*fOnn 40 
hou,. cl oommun11y ~ 
prosec::ution wu ~ lo 
1/2 I110n1M aftlt which !he 
,~·would be ·~ed. 
lhe emJ)IoyM IMMa II !he 
conditions cl 'IN ....,.. 
The employ• hu Uudy 
begun mak~ resUiullon. E 
hu beQun atUon to remow 
tl'le employ•. 
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· SUC~ESS TECHNIQUES FOR LOCATING PROBABLE TROUBLE SPOTS 
IN EMERGENCY RESPONSE CLEANUP SERVICES CONTRACTS (ERCS) 

by Deirijre M. Tanaka 
Divisional Inspector General for Investigations 
Northern Division 

:::7:-:::~:TION 

Auditors and/or project managers must be alert to potential fraud and 
abuse in every facet of cost reimbursement items, or with fixed prices, the 
quantity controlled items. 

In pre-ERCS, contracts were all cost reimbursement type. In post-ERCS, 
most contracts are fixed price with some cost reimbursement types. Know 
what kind of contract you are reviewing. With a cost reimbursement con­
tract everything is subject to fraud, however, with a fixed price contract 
o~ly the part of the multipl1er that is not standard is subject to fraud and 
should be reviewed. 

WliAT TO DO 

Look at entry/exit logs, both personnel and equipment. Check to see if 
different names are in the same handwriting or if the original signed logs 
are not in time sequence, or "lost." 

Look at 1900-SSs. Check to see who is signing them on behalf of the 
Gover~ment and the company. Is there a change in the way the company billed 
for certain items, i.e., from a total monthly cost to an hourly or per diem 
cost rate. 

Look at invoices. Check to see the categories or items where the 
company is making large amounts of money. Is the company billing for items 
in categories inconsistent with common sense. For instance, most emergency 
cleanup is accomplished with rented equipment is this listed as subcontract 
equipment; is the lessor and location identified. 

Look at manifests. Check the quantities billed, dates, drivers, and 
truck numbers. Are there inconsistencies in handwriting, or between the 
names on the entry/exit logs. 

Compare daily pollution reports to the 1900-SSs. Could the contractor 
have done what he said he did. 

Compare the number of laborer and technician hours to the equipment 
hours billed during a certain period. Could the contractor have used this 
equipment. 
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SUCCESS TECHNIQUES FOR LOCATING PROBABLE TROUBLE SPOTS 
IN EMERGENCY RESPONSE CLEANUP SERVICES CONTRACTS (ERCS) 

Find out what kind of internal documents are maintained by the prime. 

Find out through the company's insurance file what equipment-is listed 

and what the initial equipment cost is. 

Find out through corporate minutes or Dun and Bradstreet reports the 

names of companies the contractor has an interest in. 

Look at entertainment or marketing expenses for EPA and TAT team members 

names. 

Look to see who the company is keeping you away from. What was their 

position and what could the~ tell you if they were allowed to talk. In the 
EMC case the company told the auditors and investigators that the truck 

drivers had all moved away. 

Find out the names of individuals who were responsible for submitting 

data for 1900-SSs; or negotiating leases or provided laborers. Normally 

kickback arrangements or inflated cost arrangements are made by someone of 
at least managerial rank although the arrangement may be implemented by 

someone of much lower rank. 

Do not make assumptions; let the contractor explain. 

Always look at original records, if checks are provided, always check 

the reverse to determine if the named payee is the actual payee or if there 

has been a second endorsement. 

Always check the general ledger to determine how much business the prime 

contractor was doing with the subcontractors prior to and subsequent to the 

cleanup. If there were any payments from the subcontractor to the prime 
contractor during the term of the contract or following EPA payment to the 

prime contractor this should alert you to potential kickbacks. 

When you ask to see invoices, try to get the entire invoice file for 

that subcontractor so that you can determine if the invoices submitted are 

on the same form, in similar type and format to that previously submitted. 

Also check the invoice numbers to see that they are sequential for both 

private and cleanup business. 

Some material is available free of charge or at a minimal cost, for 

example, flyash from power plants can be used as part of an earth cap at 

a cleanup site. The only cost should be transportation. 

~ .. ,5 
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· SUCCESS TECHNIQUES FOR LOCATING PROBABLE TROUBLE SPOTS 
[N EMERGENCY RESPON~E CLEANUP SERVICES CONTRAcTS (ERCS) 

Some hazardous wastes are worth money to the disposers, for example, 
hypochlorinated wastes can be used to treat cyanide wastes, if the disposer 
tr~3ts ~rivate companies cyanide wastes he is willing to do what's-necessary 
to get our wastes. 

Some wastes can be converted to a non-hazardous waste on site through 
controlled chemical reactions. For example, isocyanates can be turned into 
a solid foam, and acids can be disposed into the sanitary sewer with the 
permission of the sewer district. 

Proforma invoices are usually available on demand. Sometimes they are 
marked as a proforma or as a price quotation. Check a subs entire invoice 
file (both EPA, and non-EPA).to determine if there are differences between 
the subs actual paid invoices and the ones being presented to EPA to support 
Superfund charges. 

If there are two or three prime contractors on the same site, determine 
if they are subbing to each other. Remember, their services are worth 
5-15 percent more because of the handling charge if they arrange to work 
indirectly for each other rather than directly for the ERCS contractor or 
the Government. 

Look to see if your subs have subs which more logically should have 
been direct subs. At each tier someone else adds a charge. 

Be careful handling original documents such as checks, invoices, or 
1900-SSs. Investigators might have to subject the documents to forensic 
examinations, i.e., fingerprint or handwriting, to tie the documents to a 
particular employee. 

It is very important that the auditor document where, when, and from 
whom he gets information. Sometimes incriminating documents will be 
subsequently destroyed and unless we can authenticate the documents, the 
copies will be inadmissable. The auditor should initial, sign, and date 
the documents. 
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·suCCESS TECHNIQUES FOR LOCATING PROBABLE TROUBLE SPOTS 
IN EMERGENCY RESPONSE CLEANUP SERVICES coNTRAcTs (ERCS) 

Whenever you have a situation which you feel is susp1c1ous, it is 
important to informally contact the DIGI as soon as possible. Following is 
~~me i~fonmation which will probably be asked: 

1. Who is the contractor, and what is his location. 

2. Where was the cleanup. 

3. What was the type and amount of the contract. 

4. When was the cleanup started, when did it end and when was the 
final invoice submitted. 

- 5. Who was the contractor•s on-site representative, who was the 
contractor person responsible for submitting invoices and 
arranging for products or disposal. 

6. What item(s) do you think presents a problem; how much did the 
item(s) cost. 

7. If a subcontractor is involved, provide as many details about 
the name, location, and responsible official, as you have. 

YJii-17 
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·rhe Auditor's Role in 
Detecting Fraud During Audits 

Michael J. Binder 

A uorroas OfTEN FEEL NERvous and con· 
~used about their role an detecttna fraud dur· 
ang audns, and at as easy to see why. The Scc:u· 
nues and Exchange Act of 1933 put the burden 
of proof on the audnon, who were assumed to 
be e1ther culpable or negllgent in failing to detect 
a fraud. Even thou&b the Secunues Act of 1934 
legally removed that burden of proof from the 
auduor, the courts have conswu.ly been filled 
w1th acuons agamst audJtors, both wtth and wtth· 
out ment. Cases such as McKesson and Robb1n1 
an 1938. among the first 11\lijor Iawsuus aaaanst a 
CPA, 1n which the firm of Pnce Waterhouse and 
Co. settled out of court for 5522.402; and Umttd 
Statts vs. Btfl}amm, an whach cnmanallJabahty 
was assessed to the audJton, have caused many 
people to ttunk that if sometluna goes wroDJ, 
then u must be the responsabaJuy of the auduon 
because they were maktng the aud1t. The profes· 
s1on has mainwned for yean that It cannot be 
held respons1ble for the detectJon of manaaement 
fraud. The professional standards are wnnen to 
protect the aud1tor from that respons1baJny. 

However, the auditor's role an detecuna fraud 
1s vague at best, because 11 is based upon a sub­
Jective unerpretaoon of the professional stan­
dards. But aud1ton worltina as part of Office of 
Inspector General organizations have beaun to 
exerc1se a broader apphcatlOn of the professaonal 
standards to pu&ly iDcrcuc the&r probability of 
detectiaa fraud. 1bll is 110110 uy uw IUditon 
of Ill spectOr Gene~ OlJIDI71tions bave a areater 
responsibility to detect fraud, but just a more 
comprehelllivc approach in applyina abstract 
standards. 

So let's look at how the professional standards 
define the audJton • role an detectina fraud and 
bow the OIG auditors arc applyana those stan· 
clards. The fourth General Standard for Govern· 
mental Auditing best illustrates this role. The 
standard &s as foUows: 

"Dut proftsSional cart IS to be 11sed in con· 
d11ctmg the GMdit and ur prtparinl rtlated 
rtports." 

The American lnsututc or Ccnafied Public 
Accownants (AICPA) IWeS that: 

"£ztrcist of due cart rtquirts critical rtvltw 
at tv try ltvtl of superviSIOn of tht ~·ork dunt 
and tht ;udgmtnt exerc1sed by those assistmg 
ur the txDmmallon." 

The AICPA funher states: 

"The matter of due care concerns whDt tht 
independent audito· dotS and how well ht 
does 11." 

Acconfina to the General Accounting Oflice's 
yeUowbook "Sl&Ddards for Aud.it of Govern· 
mcaw Orianazacaons, Proarams. Act.IVItJeS and 
FuacUcma," tbe "due care" I&.IDdarcl does not 

imply unlimiled responsabilaty for disclosure of 
imauJantics or aoac:omplaancc. Accordang to 
GAO, neather does 11 amply mfalhbwty oa the 
pan of eather the audit orpaization or the mdJ· 
vidual audJtor. Rather, the staadard amposes upon 
the auditor a reqwrement to be alen for satuatJons 
or truw:tJons that could be andJcative of fraud, 
improper or illepl expenditures or operations, 
iDcftic:aeocy, waste, or mefJect.lveness. lbe stan­
dard does not reqwre, acc:orcb.aa to GAO, 

" ... Thllt the 41Ulitor awe absolute tUSIIr­
GIICe thllt 110 mGrtnal impropntry uuts; nor 
diH1 it r•qllire thGJ a detailtd tuUiil of all 
lriiiiiiiCiiOIIIIIDtmlll/y bt llndtntJken. '' 

Audits arc DOt primanly or spcca&ally dcsipcd, 
aad c:anaot be rched upon, to clisclosc erron or 
irrepllarities even though their detection dWlDg 
aa audat may, iD fact, occur. In perfomung any 
audit, the auditor is required to c:omply wtth aea· 
erally accepled auditina standards, or an the case 
of the Federal, state, or public auditon perform· 
ina audits for Fede~ aaencaes, to c:omply watb 
GAO standards (wtucb are based on aeoerally 
accepted audiuna standards). The responsibility 
of the auditor for failure to detect &aud ariiCI 
oaly wbCJl such failure dearly reiU.Itl from failure 



to co"mply with aeaerally acuptcd aud.luna stan· 
dards. nus fact is affirmed by the profcsuonal 
standard for auditors. rqarci.J.q the detccti011 of 
errors or ureaularities. promulgated by the 
Amencan Insutute of Certified Pub!Jc Accoun· 
tants (AICPA). The AlCPA uses the term rrr~g· 
MIDrlll~s to refer to mtenuonal dJStoruons of 
financw statements, such as dellberate ausre~ 
rcscnuwons by ma.naaement, somewnca referred 
to as management fraud or ausappropnation of 
uselS, someumes referred to as defalcauons. 

The AlCPA's standard states that: 

Th~ sMbseqM~Ill discov~ry tluu ~"ors or 
~rr~guiDriti~s ~zist~d thmng IM penod cov· 
~r~d by th~ independent Qudllor' s e.zamuua· 
11on does not, ua ats~/f. indtcat~ iluuJequlUe 
performanc~ on Ius ptut. Th~ audator is not 
an 1nsurer or guarantor; if his eJ:amitUJtion 
was mad~ 111 accordJJnc~ w11h geMrally 
accepud aud11ing standards, l)e has ful/ill~d 
Ius profess1oiUJl responsabalary." 

Tlus 1s not to say that the role of auditors is such 
that they bave no respons1bwties wbauocver for 
detcctina and preventina fnwdulent.u:ts, but tbal 
thetr respoalibwties are lmutcd to tbe adherence 
of mwmwn standards and due profen10Ra.l care, 

both of wbtch are often vque or abstract. With 
tbc passaae of the lnspcaor General Act of 1978 
and Congress' concern With fraud detecuon and 
prevenuon tn Federal programs, the role of audi­
tors m the Office of Inspector General of the 
Envtronmental Protecuon Agency, for example, 
bas taken on new dimenstons as it has for most 
auditors m Federal Offices of Inspector General. 
Htghly vulnerable Federally asStsted projects are 
DOw bellli identified by EPA's OIG and audits 
are beang performed wbtch concentrate on fraud· 
prone areas or areas which are suscepuble to 
bema abused. OIG auditon are now better lnWlcd 
to detect fraud and bave consaderably more 
knowledae of a project's vulnerabwty to fraud or 
abuse. Thus, pnor to CODUDCDCIDJ a Jiven audit, 
OIG awbton are alen to the fa.ct that fraud and 
program abuse may mdccd be disclosed dunna 
the audit. The usc of computers such as in match· 
ina projCCU aDd coopcrauve effects wtth cnaunal 
iovestiptors force arc beiDa used rqularly by 
OIG auditors to do more to ulist them to detect 
fraud. 

However, this bas DOt always been the case. 
It IS unpon.ant to keep in DWid that the current 
emphas1s on detectlni fraud tn Federally funded 
programs and Federal auditors' mcreased aware­
ness of fraud detecuon techntques a."t ~r recent 
onam-c::ol1l.lna about wnh the Inspector General 
leg~slauon, and CongresSJonal heannas on fraud 
m HHS programs and the earhcr'USA contractor 
SQDdaJs. However, even t~. while there IS a 
arowma ''awareness" on the part of all Federal 
auditors regardmg fraud detecuon, the auditor ts 
not responsible for detectina all fraudulent lll:ts, 
but, as always has been the case, 1s merely 
responsible for e.xemsma "dsle professional ewe'' 
m the conduct of the audit and preparatJon of the 
audlt repon. If an obJective of audlts was the 
detecuon of all fraud, then the cost ofconducuna 
audits would be probtb1tavc, and even then, one 
would not be assured of detectina all types of 
fraud, especially such matters as unrecorded 
transacuons and colluSJve lll:ts. But through the 
help of more aaaress1ve tratn.ana m fraud detec· 
taon, expanded applicauons of computers and a 
close collaborauve relauonshap wath cnmmal 
invesUptors made posstble by the Inspector 
General Act of 1978, OlG auditors are commuted 
to SJIIUficantJy mcreasma their level of "due 
profesSional care." Whale tbts coauruunent docs 
not chanac the auditor's responsibility for detect· 
ina fraud, II NPtticantJy amproves tbc odds. 

By iatroduciog the usc of new techniques, the 
OIQs could have a profound efl'"t m estabiJslung 
lfC&1U app!Jc:auoos of "due profcsuooal care." 

lbus the OlGs may be rcsponstble for expandmg 
the aucbtor' s role m detecuna fraud tbrou&hout 
the profession. 

Michael J, BlDdu Is u auditor with EPA's OfBce or llllpector GCDerallD WuhlDaton. 
A member ol AGA's PriDce Geol'le's Chapter, be holds BBA aad MBA degrees Crom 

The Georae WILihlDitoD UDiversity. 


